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Moving forward

Western Refining will continue to invest significant capital in
refinery initiatives that will allow us to improve our crude oil
processing flexibility, expand refinery capacity, increase
production of higher-value refined products, and satisfy
regulatory requirements, In addition, our wholesale and retail
operations will continue to serve a growing market throughout
the Southwest.

g REFINERIES
I WHOLESALE
RETAIL

Throughout all our activities, Western Refining remains commit-
ted to our responsibilities to our shareholders, and to the safety
and well-being of our employees, our communities, and our
environment. We have invested, and will continue to invest, in
refinery initiatives for the continual improvement of operations
and to meet our unwavering commitment to a safe, healthy
environment.

We strive to be a leader in our industry, and in the civic and
charitable causes important to our communities. In addition, we
take great pride in our employees who volunteer countless hours
of community service. ‘
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Growth and opportunity

2007 was a year of exceptional growth, transition, and opportu-
nity for Western Refining.

In a single year, Western has grown from one refinery in El Paso,
Texas, to a multifaceted oil company with operations in several
states. We now own and coperate four refineries in Texas, New
Mexico, and Virginia. Qur asset portfolio also includes refined
products terminals, asphalt terminals, retail service stations
and convenience stores, three wholesale petroleum preducts
operations, and a fleet of more than 250 truck transports. In
2006, we employed approximately 350 full-time and 300
contract workers. We ended 2007 with over 4,000 employees
in six states.

Much of this growth is due to our merger with Giant Industries,
based in Pheoenix, Arizena. The blending of our corporate
cultures was accomplished smoothly, without significant
disruption for our customers, vendors, or employees. Thanks to
this transition, we expect a significant opportunity for further
growth and increased market share.

Our refineries

Western's four refineries are located in El Paso, Texas; near
Gallup, New Mexico; Bloomfield, New Mexico (near Farming-
ton); and in Yorktown, Virginia. These refineries have a
combined crude oil processing capacity of approximately
235,000 barreis per day. The majority of the products produced
at these refineries are high-value light products, consisting of
gasoline, diesel, and jet fuel. All four refineries have truck racks
or marketing terminals for product delivery to their markets. The
El Paso refinery also delivers product to a number of other
markets by pipeline. Yorktown has waterborne access and
receives and delivers by barge and ship.

Retail operations

We have over 160 retail service stations and convenience stores
throughout New Mexico, Arizona, southern Colorado, and
western Texas. Qur locations offer a wide variety of merchan-
dise, including groceries, snacks, beverages, prepared foods,
prepaid products (gift cards, wireless internet, debit cards), as
well as financial services such as money orders, ATMs, and
check cashing. In addition, most locations provide unleaded,
mid-grade, premium, and ultra-low sulfur diesel. All locations
provide free air and public restrooms, and many locations offer
RV facilities.

The Southwest is one of the fastest growing areas in the country.
Our stores are strategically located to take advantage of this growth,
serving the needs of both the locai and traveling population.

Wholesale operations

Western Refining has wholesale offices and operations located
throughout the Southwest, from western Texas to southern
California, serving a wide range of customers, inciuding
government, utilities, and agriculture. We have the services,
expertise, and products to meet the needs of a wide range of
industries.

We provide a complete range of cils, lubricants, and automotive
chemicals. As a distributor of major branded products, we can
fulfill all lubrication requirements including engine oils,
greases, transmission fluids, gear oils, anti-freeze, lubricants,
and filters. Additionally, we offer services such as on-site
technical lubrication analysis, closed-locp environmental
programs, remote tank monitoring, equipment programs, and
e-commerce solutions.

Our Wholesale operations are a significant part of our overall
activities, providing quality petroleum products at competitive
prices, with the highest quality service available.
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2007 was a year of tremendous change for our company
and our industry. | believe that in the future, when
we look back, 2007 will be viewed as a pivotal and
critical time of strategic growth for Western Refining.
With that growth came significant expectations and
demands and | am confident that we have met, or
will soon meet, the vast majority of those challenges.

Qur company had net earnings of $238.6 million in
2007, compared to net earnings of $204.8 million
in 2006. | am proud to report that this is a new
record high in annual earnings, and the second
consecutive year that Western has set earnings
records. The 2007 increase in earnings was primarily
the result of higher refinery gross margins and
increased refinery throughput in El Paso.

Along with all the changes at Western Refining in
2007 came a number of significant challenges. Some
of these challenges affected the entire industry. As
2007 ended and we began 2008, the oil market
experienced the largest increase in crude oil prices
in history. And although gasoline prices increased,
those increases were not proportionate to crude oil
costs. The net effect of these dramatic changes,
industry-wide, was that margins were compressed
and earnings decreased. We will continue to focus on
refining costs and efficiency at all of our plants and
we are committed to efficiently managing our
feedstock costs and marketing activities to achieve
the best possible results in these turbulent times.

Outside of unprecedented oil prices, which are out of
our control, there were chaflenges that we could
address, as a company. One of the major issues for
Western Refining was to improve performance at our
newly acquired facilities, and make the operations
more consistent with the performance at our El Paso
refinery. We have taken a number of measures to
accomplish this, as well as to make ali of our
operations as safe and reliable as possible.

Cur first step was to transfer certain maintenance
and engineering personnel from our El Pase facility
to our Yorktown and Gallup refineries. We also hired
new refinery managers for both locations. These
moves have served us well to implement specific
improvement initiatives. As an example, in Yorktown
we improved coker operations to 21,000 barrels per
day, which is 17% above historical performance.
This will also allow for additional processing of
heavier crude oils at Yorktown. The Yorktown refinery
is now operating at approximately 70,000 barrels of
crude oil per day, which is a capacity increase of
approximately 8,000 barrels per day, about 13%
higher than historical operations. |n addition,
improved operations at the Four Corners refineries in
the fourth quarter of 2007 allowed us to demon-
strate combined crude cil throughput capacity in
excess of 40,000 barrels per day. Our E! Paso
refinery continued to have strong operating perfor-
mance with total refinery throughput increasing for
the fifth consecutive year to its current level of
approximately 125,000 barrels of crude oil per day.

In another improvement initiative, we renegotiated,
terminated, or secured lower-cost feedstock agree-
ments for all three of the former Giant refineries.

KHOLDERS

With these new or revised agreements in place, we
estimate that we will experience savings of at least
$75 million per vear in the cost of raw materials.

Overall, the growth of Western and the integration of
the Giant assets are proceeding as planned. As a
result of the acquisition of Giant Industries, we have
become national in scope. We have become a whole-
sale and a retail company, and we have grown from a
company with approximatety 350 employees to one
of almost 4,000. Integrating business cultures is
never easy, but we believe the people and operations
of these two companies have made significant strides
in becoming one great company. We see the progress
of this every day. While we realize there are still goals
we need o reach, we believe we have made the right
investments, not only in physical assets, but in
people and the communities in which they live.

Western Refining wilk continue its focus on opera-
tional enhancements and financial improvements in
2008. The DuPont SAR project in Et Paso is
completed and in start up mode now. The low-sulfur
gasoline project at the Yorktown refinery is also
completed and in start up mode, and low-sulfur
gasoline projects in EI Paso are underway and
scheduled for completion in 2009. We will continue
to wark on a number of initiatives targeted at
reducing processing costs and improving energy
efficiency at all four refineries. During 2008, we
plan to implement reductions in corporate overhead,
resulting in savings of approximately $15 million
from the 2007 Western/Giant combined level.

As always, | want to extend my heartfelt thanks to
each and every employee of Western Refining. As a
company, we have an unwavering dedication to
safety and to protecting the environment. It is
because of each individual’s performance that we are
successful. The dedication and commitment of these
employees allow the Western Refining name to stand
for quality, safety, and stewardship.

In closing, | would like to share with you how proud 1
am of where we are today as a company. | believe we
have made great progress through a large and
complex merger of people, assets, and cultures. 1t is
my belief that fow we achieved this was as important
as what we achieved. And | am confident that
throughout the merger, our manner spoke positively
to our investors, our employees, ocur communities,
and the industry. By setting high standards in safety,
plant technclogy, environmental stewardship,
effictency, and civic and charitable involvement, we
believe Western Refining will not only enjoy contin-
ued growth, but will be on the right course as we
meet tomorrow's challenges.

Sincerely,

Paul L. Foster
President and Chief Executive Officer
Western Refining, Inc.
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Forward-Looking Statements

As provided by the safe harbor provisions of the Private Securities Litigation Reform Act of 1993, certain statements
included throughout this Annual Report on Form 10-K, and in particular under the sections entitled “Item 1. Business,”
“Item 3. Legal Proceedings™ and “Item 7. Management’s Discussion and Analysis of Financial Condition and Results of
Operations,” relating to matters that are not historical fact are forward-looking statements that represent management’s
beliefs and assumptions based on currently available information. These forward-looking statements relate to matters
such as our industry, business strategy, goals and expectations concerning our market position, future operations, margins,
profitability, deferred taxes, capital expenditures, liquidity and capital resources, and other financial and operating
information. Forward-looking statements also include those regarding the timing of completion of certain operational
improvements we are making at our refineries, future operational or refinery efficiencies and cost savings, future refining
capacity, timing of future maintenance turnarounds, the amount or sufficiency of future cash flows and earnings growth,
future expenditures and future contributions related to pension and post-retirement obligations, our ability to manage our
inventory price exposure through commodity derivative instruments, the impact on our business of existing and future
state and federal regulatory requirements, environmental loss contingency accruals, projected remediation costs or
requirements and the expected outcomes of legal proceedings in which we are involved. We have used the words

LT ” e

“anticipate,” “assume,” “believe,” “budget,” “continue,” “could,” “estimate,” “expect,” “intend,” “may,” “plan,” “poten-
tial,” “predict,” “project,” *will,” “future,” and similar terms and phrases to identify forward-looking statements in this
report.

Forward-looking statements reflect our current expectations regarding future events, results, or outcomes. These
expectations may or may not be realized. Some of these expectations may be based upon assumptions or judgments that
prove to be incorrect. In addition, our business and operations involve numerous risks and uncertainties, many of which
are beyond our control, which could result in our expectations not being realized or otherwise materially affect our
financial condition, results of operations, and cash flows.

Actual events, results, and outcomes may differ materially from our expectations due to a variety of factors. Although
it is not possible to identify ail of these factors, they include, among others, the following:

* our ability to realize the synergies from the Giant Industries, Inc., or Giant, acquisition;

* our ability to successfully integrate the operations and employees of Giant and the timing of such integration;
» higher than expected costs or expenses relating to the Giant acquisition;

+ changes in general economic conditions;

= changes in the underlying demand for our refined products;

* availability, costs, and price volatility of crude oil, other refinery feedstocks, and refined products;

* our declaration of force majeure under our crude oil supply contract with Statoil Marketing and Trading (USA)}, Inc.;
* changes in crack spreads;

» changes in the sweet/sour spread;

* changes in the spread between West Texas Intermediate, or WTI, crude oil and Dated Brent crude oil;

* construction of new, or expansion of existing, product pipelines in the areas that we serve;

* actions of customers and competitors;

* changes in fuel and utility costs incurred by our refineries;

* disruptions due to equipment interruption, pipeline disruptions, or failure at our or third-party facilities;

* execution of planned capital projects, cost overruns relating to those projects and failure to realize the expected
benefits from those projects;

» adverse changes in the credit ratings assigned to our debt instruments;




« effects of, and costs relating to, compliance with current and future local, state, and federal environmental,
economic, safety, tax and other laws, policies and regulations and enforcement initiatives;

* rulings, judgments or settlements in litigation or other legal or regulatory matters, including unexpected
environmental remediation costs, in excess of any reserves or insurance coverage;

* the price, availability and acceptance of alternative fuels and alternative-fuel vehicles;
» operating hazards, natural disasters, casualty losses, acts of terrorism and other matters beyond our control; and

« other factors discussed in more detail under “Item 1A. Risk Factors” of this report, which are incorporated herein
by this reference.

Any one of these factors or a combination of these factors could materially affect our results of operations and could
influence whether any forward-looking statements ultimately prove to be accurate. You are urged to consider these factors
carefully in evaluating any forward-looking statements and are cautioned not to place undue reliance on these forward-
looking statements.

Although we believe that our plans, intentions and expectations reflected in or suggested by the forward-looking
statements we make in this report are reasonable, we can provide no assurance that such plans, intentions or expectations
will be achieved. These statements are based on assumptions made by us based on our experience and perception of
historical trends, current conditions, expected future developments and other factors that we believe are appropriate in the
circumstances. Such statements are subject 1o a number of risks and uncertainties, many of which are beyond our control.
The forward-looking statements included herein are made only as of the date of this report, and we are not required to
update any information to reflect events or circumstances that may occur after the date of this report, except as required by
applicable law.
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In this Annual Report on Form 10-K, all references to “Western Refining,” “the Company,” “Western,” *we,” *“us,
and “our” refer to Western Refining, Inc., or WNR, and the entities that became its subsidiaries upon closing of cur initial
public offering (including Western Refining Company, L.P., or Western Refining LP), and Giant Industries, Inc. and its
subsidiaries, which became wholly-owned subsidiaries on May 31, 2007, unless the context otherwise requires or where
otherwise indicated. Any references to the “Company” prior to this date exclude the operations of Giant.

Item 1. Business
Overview

We are an independent crude oil refiner and marketer of refined products and also operate service stations and
convenience stores. We own and operate four refineries with a total crude oil throughput capacity of approximately
234,000 barrels per day, or bpd. In addition to our 124,000 bpd refinery in El Paso, Texas, as a result of the Giant
acquisition, we now also own and operate a 70,000 bpd refinery on the East Coast of the United States near Yorktown,
Virginia and two refineries in the Four Comers region of Northern New Mexico with a combined throughput capacity of
40,000 bpd. Our primary operating areas encompass West Texas, Arizona, New Mexico, Utah, Colorado, and the Mid-
Atlantic region. In addition to the refineries, we also own and operate stand-alone refined products terminals in Flagstaff,
Arizona and Albuquerque, as well as asphalt terminals in Phoenix, Tucson, Albuguerque and El Paso. As of February 22,
2008, we also own and operate 155 retail service stations and convenience stores in Arizona, Colorado and New Mexico, a
fleet of crude oil and finished product truck transports, and a wholesale petroleum products distributor — Western
Refining Wholesale, Inc., which operates in Arizona, California, Colorado, Nevada, New Mexico, Texas, and Utah.

In January 2006, we completed an initial public offering and our stock began trading on the New York Stock
Exchange (NYSE) under the symbol “WNR.” Also in connection with our initial public offering, pursuant to a
contribution agreement, a reorganization of entities under common control was consummated whereby Western Refining,
Inc. became the indirect owner of the historical operating subsidiary, Western Refining LP and all of its refinery assets.

Following the acquisition of Giant, on May 31, 2007, we began reporting our operating results in three business
segments: the refining group, the wholesale group and the retail group. Qur refining group operates the four refineries and
related refined products terminals and asphalt terminals. At the refineries, we refine crude oil and other feedstocks into
finished products such as gasoline, diesel fuel, jet fuel, and asphalt. Our refineries market finished products to a diverse
customer base including wholesale distributors and retail chains. Qur retail group operates service stations and
convenience stores and sells gasoline, diese} fuel, and merchandise. Our wholesale group distributes gasoline, diesel
fuel, and lubricant products. See Note 4, “Segment Information™ in the Notes to Consolidated Financial Statements
included in this Annual Report for detailed information on our operating results by segment.

Acquisition of Giant Industries, Inc.

On May 31, 2007, we completed the acquisition of Giant. Under the terms of the purchase agreement, we acquired
100% of Giant’s 14,639,312 outstanding shares for $77.00 per share in cash. The transaction was funded through a
combination of cash on hand, proceeds from an escrow deposit, and a $1,125.0 million secured term loan. In connection
with the acquisition, we borrowed an additional $275.0 million on July 5, 2007, when we paid oft and retired Giant’s 8%
and 11% Senior Subordinated Notes.

The acquisition of Giant is being accounted for under the purchase method as required by Statement of Financial
Accounting Standards, or SFAS, No. 141, Business Combinations, or SFAS No. 141, with Western as the accounting
acquirer. See Note 3, “Acquisition of Giant Industries, Inc.” in the Notes to Consolidated Financial Statements included in
this annual report for a summary of the $1.1 billion purchase price.

As required by the purchase method of accounting rules, the purchase price for the acquisition was determined on
November 12, 2006, when we entered into an amendment to the August 26, 2006, merger agreement. The purchase price
of the transaction has been allocated to the assets acquired and liabilities assumed based upon their fair values on the
closing date of May 31, 2007. The estimated fair values were based on an independent appraisal as well as management’s
evaluations of those assets and liabilities.




Following the closing of the transaction, Paul Foster remains our President and Chief Executive Officer, and Fred
Holliger, Giant’s former Chairman and Chief Executive Officer, serves as a special advisor to our Board of Directors. The
combined company is headquartered in El Paso and maintains administrative offices in Scottsdate, Arizona.

Refining Segment

Our refining group operates four refineries:  one in El Paso, Texas (El Paso refinery), two in the Four Corners
region of Northern New Mexico, one near Gallup and one in Bloomfield, (Four Corners refineries), and one near
Yorktown, Virginia ( Yorktown refinery). Each of these refineries has its own product distribution terminal. It also operates
a crude oil transportation and gathering pipeline system in the Four Corners region of New Mexico, an asphalt plant in
El Paso, two finished stand-alone products distribution terminals, four asphalt distribution terminals, and a fleet of crude
oil and finished product transportation trucks.

Principal products. The four refineries make various grades of gasoline, diesel fuel, jet fuel and other products
from crude oil, other feedstocks, and blending components. We also acquire finished products through exchange
agreements and from various third-party suppliers. We sell these products through our own service stations and wholesale
group, independent wholesalers and retailers, commercial accounts, and sales and exchanges with major oil companies.
See Item 7. “Management’s Discussion and Analysis of Financial Condition and Results of Operations” for detail on
production by refinery. The following table summarizes sales percentage by product for 2007, 2006 and 2005:

Year Ended December 31,

207 2006 2005
Gasoline . ... . . e e 56.9% 56.1% 59.6%
Diesel Fuel ... ... .. e e e 31.9 33.0 31.8
Jet Fuel. ... e e e 4.2 6.4 6.0
Asphalt . ... e e 1.9 20 0.9
Other. . .. e e e e _ 51 2.5 1.7
L 100.0%  100.0%  100.0%

Customers. We sell a variety of refined products to our diverse customer base. Chevron Products Company, or
Chevron, was the only external customer accounting for more than 10% of consolidated net sales for 2007. We have a five-
year offtake agreement with Chevron that expires in August 2008 with certain renewal rights.

All sales were domestic sales in the United States, except for sales of gasoline and diesel fuel for export into Mexico.
The sales for export were to PMI Trading Limited, an affiliate of Petroleos Mexicanos, the Mexican state-owned oil
company, and accounted for approximately 8.3%, 10.5% and 9.9% of our consolidated sales in 2007, 2006 and 2005,
respectively.

We also purchase additional refined products from other refiners to supplement supply to our customers. These
products are similar to the products that we currently manufacture,

Competition. We operate in the U.S. Southwest, Rocky Mountain and Mid-Continent regions, which include the
areas of West Texas, Arizona, New Mexico, Utah, Colorado, and the Mid-Atlantic region. Refined products are supplied
to these regions from our refineries, from other refineries in these regions and from refineries located in other regions via
interstate pipelines. These areas have substantial refining capacity.

Petroleum refining and marketing is highly competitive. The principal competitive factors affecting us are costs of
crude cil and other feedstocks, refinery efficiency, refinery product mix, and costs of product distribution and trans-
portation. Because of their geographic diversity, larger and more complex refineries, integrated operations, and greater
resources, some of our competitors may be better able to withstand volatile market conditions, to compete on the basis of
price, to obtain crude oil in times of shortage, and to bear the economic risk inherent in all phases of the refining industry.

In the Southwest, the El Paso and the Four Corners refineries primarily compete with Valero Energy Corp.,
ConocoPhillips Company, Alon USA Energy, Inc., Holly Corporation, Flying J, Inc., Tesoro Corporation, Chevron and
Suncor Energy, Inc. as well as refineries in other regions of the country that serve the regions we serve through pipelines.
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The Longhorn refined products pipeline runs approximately 700 miles from the Houston area of the Gulf Coast to
El Paso and has an estimated maximum capacity of 225,000 bpd. This pipeline provides Gulf Coast refiners and other
shippers with improved access to West Texas and New Mexico. Any additional supply provided by this pipeline or by the
Kinder Morgan Energy Partrers, LP, or Kinder Morgan, pipeline expansion could lower prices and increase price
volatility in areas that we serve and could adversely affect our sales and profitability.

In the Northeast, our Yorktown refinery primarily competes with Sunoco, Inc., Valero Energy Corp., ConocoPhillips
Company, Hess Corporation and other refineries in the Gulf Coast via the Colonial Pipeline, which runs from the Gulf
Coast area to New Jersey. We also compete with offshore refiners that deliver product by water transport.

Southwest
El Paso Refinery

Qur El Paso refinery consists of a 68,000 bpd South Refinery, with approximately 2.2 million barrels of storage
capacity and a 56,000 bpd North Refinery, with approximately 2.1 million barrels of storage capacity, a product terminal
and asphalt plant and terminal,

This refinery is well-situated to serve two separate geographic areas, which allows us to diversify our market pricing
exposure. Tucson and Phoenix reflect a West Coast, market pricing structure, while El Paso, Albuquerque and Juarez
typically reflect a Gulf Coast market pricing structure.

Process Summary. Qur El Paso refinery is a nominal 124,000 bpd crude oil throughput cracking facility that has
historically run WTI crude oil to optimize the yields of higher-value refined products, which currently account for over
90% of our production output. The existing metallurgy at the El Paso refinery, combined with various refinery initiatives
we are currently pursuing, will give us the flexibility to process significantly more West Texas Sour, or WTS, crude oil,
which typically is less expensive than WTI crude oil.

Power Supply.  Eleciricity is supplied to our refinery by a regional electric company via two separate feeders to both
the North and South sides of our refinery. We have an electrical power curtailment plan to conserve power in the event of a
partial outage. In addition, we have multiple small, avtomatic-starting emergency generators to supply electricity for
essential lighting and controls in the event of a power outage.

Natural gas is supplied to our refinery via two pipelines. One transportation agreement s on an interruptible basis
while the other is on an uninterruptible basis. We purchase our natural gas at market rates.

Raw Material Supply. The primary inputs for our refinery consist of crude oil, iso-butane and alkylate. We
currently have the capacity to process approximately 124,000 bpd of crude oil, of which approximately 30% is WTI crude
oil. We currently are pursuing various refinery initiatives that, once completed, will give us the flexibility to process
significantly more WTS crude oil. The following table describes the historical feedstocks for our El Paso refinery:

Percentage For

Year Ended
Refinery Feedstocks Year Ended December 31, December 31,
(bpd) 2007 2006 2005 2007
Crude Oils:
Sweetcrude oil ...... ... ... . .. .. 107,176 100,996 96,008 80.2%
Sourcrudeoil ........ ... . i e 12,521 12,187 9,505 9.4%
Total Crude Oils . ........ ... ... 119,697 113,183 105,513 89.6%
Other Feedstocks & Blendstocks:
Intermediates and other ............ ..., 5,171 5,206 4,284 3.9%
Blendstocks . . . ... ... . . i e 8,781 8,681 6,713 6.5%
Total Other Feedstocks & Blendstocks . ........... 13,952 13,887 10,997 10.4%
Total Crude Qil & Other Feedstocks/Blendstocks . . .. 133649 127070 116,510 100.0%




Crude oil is delivered to our El Paso refinery via a 450-mile crude oil pipeline owned and operated by Kinder
Morgan. The system handles both sweet (WTI) and sour (WTS) crude oil. The main trunkline into El Paso is used solely
for the supply of crude oil to us, on a published tariff. We acquired the crude oil pipeline in 2003 from Chevron. In 2004,
we sold the crude oil pipeline to Kinder Morgan, and we simultaneously entered into a 30-year crude oil transportation
agreement with Kinder Morgan. The crude oil pipeline has access to the majority of the producing fields in the Permian
Basin, which gives us access to a plentiful supply of WTI and WTS crude oil from fields with long reserve lives. We
generally buy our crude oil under contracts with various crude oil providers, including a contract with Kinder Morgan that
expires in 2020 and shorter-term contracts with other suppliers, at market-based rates.

We also have access to blendstocks and refined products from the Gulf Coast through the Magellan South System
pipeline that runs from the Gulf Coast to our refinery.

Refined Products Transportation. Qutside of the El Paso area, which is supplied via our El Paso refinery product
terminal, we provide refined products to other areas, including Tucson, Phoenix, Albuquerque and Juarez, Mexico.
Supply to these areas is achieved through pipeline systems that are linked to our refinery. Our refined products are
delivered to Tucson and Phoenix through the Kinder Morgan East Line, which was expanded to over 200,000 bpd in the
fourth quarter of 2007, and to Albuquerque and Juarez, Mexico through pipelines owned by Plains All American Pipeline
L.P,, or Plains. We also sell our refined products at our product marketing terminal and rail loading facilities in El Paso.
Another pipeline owned by Kinder Morgan provides diesel fuel to the Union Pacific railway in E! Paso.

Both Kinder Morgan’s East Line and the Plains pipeline to Albuquerque are interstate pipelines regulated by the
Federal Energy Regulatory Commission, or FERC, and have historically operated near 100% capacity year-round, The
tariff provisions for these pipelines include prorating policies that grant historical shippers line space that is consistent
with their prior activities as well as a prorated portion of any expansions,

Four Corners Refineries

Qur refining group operates two refineries in the Four Corners region of Northern New Mexico. We operate the two
refineries in an integrated fashion. Qur Gallup refinery has a crude oil throughput capacity of 23,000 barrels per day. It is
located on approximately 810 acres near Gallup, New Mexico. Our Bloomfield refinery has a crude oil throughput
capacity of 17,000 barrels per day. It is located on 305 acres near Farmington, New Mexico. We typically have not
operated these refineries at these capacity levels.

Arizona, Colorado, New Mexico and Utah are the primary areas for the refined products and also are the primary
source of crude oil and naturat gas liquids supplies for both refineries.

Process Summary. The Four Comners refineries produce a high percentage of high-value products. Each barrel of
raw materials processed by our Four Corners refineries has resulted in approximately 90% of high-value finished
products, including gasoline and diesel fuel during the past five years.

Power Supply. Electrical power is supplied to the Gallup Refinery by a regional electric cooperative. There are
several uninterruptible power supply units throughout the plant to maintain computers and controls in the event of a power
outage. Natural gas is supplied to our refinery via pipeline from a single supplier.

Electricity is supplied to our Bloomfield refinery by the local electric company via one 69 KV line through two
separate step down transformers that feed the plant. There is no backup electric generation. Natural gas is supplied to this
refinery via pipeline. The transportation contract for this natural gas supply is on an interruptible basis.

Raw Material Supply. The feedstocks for our Four Corners refineries are Four Comers Sweet and West Texas
Sweet, The Four Corners Sweet comes from the Four Corners area and is delivered by pipelines, including pipelines we
own, connected to our refineries, or delivered by our trucks to pipeline injection points or refinery tankage. Our pipeline
system reaches into the San Juan Basin, located in the Four Comers area, and connects with local common carrier
pipelines. We currently own approximately 250 miles of pipeline for gathering and delivering crude oil to the refineries,
Our Gallup refinery receives natural gas liquids primarily through a 13-mile pipeline we own that is connected to a natural
gas liquids processing plant.

The West Texas Sweet comes from the Permian Basin region of West Texas and Southeast New Mexico and is
delivered on a 16" pipeline system operated as a common carrier line with FERC tariffs by our wholly-owned subsidiary,
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Western Refining Pipeline Company. This pipeline runs from Lynch to Bisti, New Mexico and began delivering crude oil
to our Four Corners refineries in August 2007. This incremental supply of crude oil in the Four Corners region provides
enough feedstock for our two Four Corners refineries to run at full capacity rates (40,000 bpd). See Item lA. “Risk
Factors — we may not be able to run our Four Corners refineries at increased rates.”

We supplement the crude oil used at our refineries with other feedstocks. These other feedstocks currently include
locally produced natural gas liquids and condensate as well as other feedstocks produced outside of the Four Corners area.

The following table describes the historical feedstocks for our Four Comners refineries:
Percentage for

June 1 June 1
Refinery Feedstocks Detomiis Devember31,
(bpd) 2007 2007
Crude Qil:
Sweet Crude Oil © .. ... e e e 27.680 89.4%
Total Crude Oil . . ... .. e 27.680 89.4%
Other Feedstocks & Blendstocks:
Intermediates . . ... oo e e 351 1.1%
BlendstoCKS . . . .o oo e e e e e s 2,538 82%
Slop oil. . oo e e 382 1.3%
Total Other Feedstocks & Blendstocks . .......... ... .. ... ... ... 3,271 10.6%
Total Crude Oil & Other Feedstocks and Blendstocks . . ............. 30,951 100.0%

Our Gallup refinery is capable of processing approximately 6,000 barrels per day of natural gas liquids. An adequate
supply of natural gas liquids is available for delivery to our Gallup refinery primarily through a pipeline we own that
connects the refinery to a natural gas liquids processing plant.

We purchase crude oil from a number of sources, including major oil companies and independent producers, under
arrangements that contain market-responsive pricing provisions. Many of these arrangements are subject to cancellation
by either party or have terms of one year or less. In addition, these arrangements are subject to periodic renegotiation,
which could result in our paying higher or lower relative prices for crude oil.

Terminal Operations. Each of our Four Corners refineries has its own products distribution terminal. We own a
stand-alone finished products terminal near Flagstaff, Arizona, with a daily capacity of 6,000 barrels per day. This
terminal has approximately 65,000 barrels of finished product tankage and a truck loading rack with three loading spots.
Product deliveries to this terminal are made by truck from our Four Corners refineries.

We also own a stand-alone finished products terminal in Albuquerque, New Mexico, with a daily capacity of
10,000 barrels per day. This terminal has approximately 170,000 barrels of finished product tankage and a truck loading
rack with two loading spots. Product deliveries to this terminal are made by truck or by pipeline, including deliveries from
our Gallup and Bloomfield refineries.

Refined Products Transportation. Our Four Corners gasoline and diesel fuel production is distributed in Arizona,
Colorado, New Mexico and Utah. OQur refining group operates a fleet of finished product trucks that we use to deliver
finished products as needed by our customers.

Northeast

Yorktown Refinery
Our Yorktown refinery is located on 676 acres of land known as Goodwin’s Neck, located on the York River in York
County, Virginia. The Yorktown refinery has its own deep-water port on the York River, close to the Norfolk military

complex and the Hampton Roads shipyards. The Yorktown refinery primarily serves Yorktown, Virginia; Salisbury,
Maryland; Norfolk, Virginia; North and South Carolina and the New York Harbor.
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Process Summary. Our Yorktown refinery is a nominal 70,000 bpd crude oil cracking facility that can process a
wide variety of crude oils, including certain lower quality crude cils, into high-value finished products, including both
conventional and reformulated gasoline, ultra low sulfur diesel fuel, and heating oil. We also produce liquefied petroleum
gases (“LPGs"), fuel oil, and anode grade petroleum coke.

Power Supply. The Yorktown Refinery’s electrical power is supplied by the regional electric company via two
independent transformers. Many units have emergency backup generators or can receive power via another process unit.
All process computers and controls are protected by various uninterruptible power supply systems.

Natural gas is supplied to our refinery via pipeline. Our refinery is not dependent on natural gas for normal operation.
The natural gas is used as a back-up to refinery produced fuel gas.

Raw Material Supply. Most of the crude cil for cur Yorktown refinery comes from Canada, the North Sea and
South America. Our Yorktown refinery’s strategic location on the York River and its own deep-water port access allow it
to receive supply shipments from various regions of the world. Crude oil tankers deliver all of the crude oil supplied to our
Yorktown refinery. The refinery can process a wide range of crude oils, including certain lower quality crude oils. The
ability to process a wide range of crude oils allows our Yorktown refinery to vary its crude oil slate. Lower quality crude
oils can typically be purchased at a lower cost, compared to higher quality crude oils. The Yorktown refinery also
purchases some process unit feedstocks to supplement the feedstocks going into various process units, and blendstocks, to
optimize refinery operations and blending operations.

We have a long-term crude oil supply agreement with Statoil Marketing and Trading (USA), Inc., or Statoil. We
began taking shipments of this crude oil at our Yorktown refinery in February 2004, The contract contemplates that Statoil
would supply us with 66 million barrels of crude oil, and as of December 31, 2007, we had received approximately 65% of
the crude oil volume provided for in the contract. However, we recently declared force majeure under this agreement
(based on the effects of the crude oil on our plant and equipment), and we have only taken nominal shipments of crude oil
from Statoil since the fall of 2007. We are having ongoing discussions with Statoil regarding our declaration of force
majeure, but we cannot assure you that they will accept our position or that a dispute will not ensue.

The following table describes the historical feedstocks for our Yorktown refinery:

Percentage for

June 1 June 1
Through Through
December 31, December 31,
Refinery Feedstocks (bpd) 2007 007
Crude Oils:
Sweet Crude Oil . ... o i i e e e e 24,470 37.2%
Heavy Crude Oil . . . ... ... . e 35,316 53.7%
Total Crude O0ls . ... oo e e e e e e 59,786 90.9%
Other Feedstocks & Blendstocks:
Intermediates . . . . . .ottt 4,651 7.1%
BlendstorkS . . . oot e e e e 1,207 1.8%
Slop ol . ... e e e 94 0.2%
Total Other Feedstocks & Blendstocks . ............ ... ... ... ..., 5,952 9.1%
Total Crude Oil & Other Feedstocks and Blendstocks ... ............ 653,738 100.0%

Refined Products Transportation. Most of the finished products sold by the refinery are shipped by barge, with the
remaining amount shipped by truck or rail. A rail system, which serves the refinery, transports shipments of mixed butane
and anode coke from the refinery to our customers,

Dock System and Storage.  Our refinery’s dock system is capable of handling 150,000-ton deadweight tankers and
barges up to 200,000 barrels. The refinery includes approximately 1.9 million barrels of crude oil tankage, including
approximately 500,000 barrels of storage capacity in a tank leased from an adjacent landowner. We also own
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approximately 600,000 barrels of gasoline tank storage, 800,000 barrels of gasoline blendstock tank storage, and
400,000 barrels of distillate tank storage.

Retail Segment

Our retail group operates service stations, which include convenience stores or kiosks. The service stations sell
various grades of gasoline, diesel fuel, general merchandise, and beverage and food products to the general public. Our
refining group or wholesale group supply substantially all the gasoline and diesel fuel that the retail group sells. We
purchase general merchandise and food products from various suppliers. At February 22, 2008, our retail group operated
155 service stations with convenience stores or kiosks located in Arizona, New Mexico and Colorado.

The main competitive factors affecting our retail segment are the location of the stores, brand identification, and
product price and quality. Our service stations compete with Valero Energy Corp., Chevron, Alon Energy USA, Shell Oil
Company and ConocoPhillips. Large chains of retailers like Costco Wholesale Corp., Wal-Mart Stores Inc., and
Albertson’s Inc. are entering the motor fuel retail business. Many of these competitors are substantially larger than
us and because of their integrated operations, may be better able to withstand volatile conditions in the fuel market and
lower profitability in merchandise sales.

On February 22, 2008, our retail group had 60 units branded Conoco pursuant to a strategic branding/licensing
agreement. In addition, 31 units were branded Mustang, 29 units were branded Giant, 23 units were branded Shell, eight
units were branded Phillips 66, two units were branded Thriftway, one unit was branded Mobil, and one unit was branded
Sundial.

Location Owned Leased Total
F N 4 o1 T R U 25 17 42
New MeXiCO .« .ot e e e e e e e e e e e 77 22 99
ColoradO . . ot e e e e e e e e e e 13 1 14

1s 4 155

Wholesale Segment

Our wholesale group includes several lubricant and bulk petroleum distribution plants, unmanned fleet fueling
operations, a bulk lubricant terminal facility, and a fleet of finished product and lubricant delivery trucks. The wholesale
group distributes commercial wholesale petroleum products primarily in Arizona, California, Colorado, Nevada, New
Mexico, Texas and Utah. The wholesale group purchases petroleum fuels and lubricants from the refining group and from
third-party suppliers.

Our principal customers are the mining, construction, utility, manufacturing, transportation, aviation and agricultural
industries. No single external customer accounted for more than 10% of our consolidated net sales. We compete with other
wholesale petroleum products distributors in the areas we serve like Flying J, Inc., Pro Petroleum, Inc., Southern Counties
Fuels, Union Distributing, Brown Evans Distributing Co., and Maxum Petroleum, Inc.

Governmental Regulation

All of our operations and properties are subject to extensive federal, state and local environmental and health and
safety regulations governing, among other things, the generation, storage, handling, use and transportation of petroleum
and hazardous substances; the emission and discharge of materials into the environment; waste management; and
characteristics and composition of gasoline and diesel fuels. Our operations also require numerous permits and
authorizations under various environmental and health and safety laws and regulations. Failure to comply with these
permils or environmental laws generally could result in fines, penalties or other sanctions or a revocation of our permits.
We have made, and will continue to make, significant capital and other expenditures related to environmental and health
and safety compliance, including with respect to our air permits and the low sulfur gasoline and ulira low sulfur diesel
regulations. Furthermore, we expect to make significant environmental capital expenditures in connection with the
planned capacity expansion and upgrade of our refinery. For additional details on capital expenditures related to
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regulatory requirements and our refinery capacity expansion and upgrade; see Item 7. “Management’s Discussion and
Analysis of Financial Condition and Results of Operations — Liquidity and Capital Resources — Capital Spending.”

Periodically, we receive communications from various federal, state and local governmental authorities asserting
violation(s) of environmental laws and/or regulations. These governmental entities may also propose or assess fines or
require corrective action for these asserted violations. We intend to respond in a timely manner to all such commu-
nications and to take appropriate corrective action. We do not anticipate that any such matters currently asserted will have
a material adverse impact on our financial condition, results of operations or cash flows.

El Paso Refinery

In May 2000, we entered into an Agreed Order with the Texas Natural Resources Conservation Commission for
remediation of the South side of the El Paso refinery property. On August 7, 2000, we purchased a Pollution and Legal
Liability and Clean-Up Cost Cap Insurance policy at a cost of $10.3 million, which we expensed in fiscal 2000. The policy
is non-cancelable and covers environmental clean-up costs related to contamination that occurred prior to December 31,
1999, including the costs of the Agreed Order activities. The insurance provider assumes responsibility for all
environmental clean-up costs related to the Agreed Order up to $20 million. Under the policy, environmental costs
outstde the scope of the Agreed Order require payment by us of a deductible as well as any costs that exceed the covered
limits of the insurance policy. We are not aware of any other environmental costs that may be necessary, and therefore,
cannot reasonably estimate a liability, if any, for any other deductibles. In addition, under a settlement agreement with us,
a subsidiary of Chevron is obligated to pay 60% of any Agreed Order environmental clean-up costs that would otherwise
have been covered under the policy but that exceed the $20 million threshold. Pursuant to the purchase agreement relating
to the purchase of the North side of the El Paso refinery, Chevron retained responsibility for, and control of, certain
remediation activities, We are not presently aware of any additional environmental costs that it would be responsible for
relating to the assets acquired, and therefore, we cannot reasonably estimate a liability, if any.

The U.S. Environmental Protection Agency, or EPA has embarked on a Petroleumn Refinery Enforcement Initiative
(“EPA Initiative™) whereby it is investigating industry-wide noncompliance with certain Clean Air Act rules. The EPA
Initiative has resulted in many refiners entering into consent decrees typically requiring substantial capital expenditures
for additional air pollution control equipment and penalties. Since December 2003, we have been voluntarily discussing a
settlement pursuant to the EPA Initiative related to the El Paso refinery. Negotiations with the EPA regarding this Initiative
have focused exclusively on air emission programs. We do not expect these negotiations to result in any soil or
groundwater remediation or clean-up requirements. While at this time it is not knowun precisely how the EPA Initiative or
any resulting settlement may affect us, we expect to be required to pay penalties and to install additional pollution
controls, and, as a result, our operating costs and capital expenditures may increase. Based on current negotiations and
information, we have revised and estimated the total capital expenditures that may be required for the El Paso refinery
pursuant to the EPA Initiative would be approximately $27 million of which $12 million remains to be spent. These capital
expendifures would primarily be for installation of a flare gas recovery system on the South side of the El Paso refinery
and installation of nitrogen oxides, (“NOx"), emission controls at the refinery. As of December 31, 2007, we completed a
flare gas recovery system at a cost of $15.2 million. The remaining expenditures for the NOx emission controls project of
$12 million will occur from 2008 through 2012, These amounts have been included in our estimated capital expenditures
for regulatory projects. These estimates could change as a result of a final settlement with EPA regarding the El Paso
refinery under the EPA Initiative if the EPA requires additional NOx controls beyond those already planned for, or
requires other additional air pollution contrels. Based on current information, we do not expect any settlement pursuant to
the EPA Initiative to have a material adverse effect on our business, financial condition, or results of operations or that any
penalties or increased operating costs related to the EPA Initiative will be material. See Item 7, “Management’s
Discussion and Analysis of Financiai Condition and Results of Operations, Liquidity and Capital Resources, Capital
Spending,” elsewhere in this annual report.

In April 2003, we received a payment of reparations in the amount of $6.8 million from a pipeline company as
ordered by the FERC. While we and the pipeline company have sought judicial review of the FERC order, as well as a
series of other orders, the pipeline company made a compliance filing in which it asserts it overpaid reparations tous in a
total amount of $882,000 including accrued interest through April 30, 2006, and that interest should continue to accrue.
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Yorktown Refinery

Giant assumed certain liabilities and obligations in connection with the 2002 purchase of the Yorktown refinery from
BP Corporation North America Inc. and BP Products North America Inc., or collectively BP. BP, however, agreed to
reimburse Giant for a}l losses that are caused by or relate to property damage caused by, or any environmental remediation
required due to, a violation of environmental, health, and safety laws during BP’s operation of the refinery, subject to
certain limitations BP’s liability for reimbursement is limited to $35 million.

Yorktown 1991 and 2006 Orders. In connection with the Yorktown acquisition, Giant assumed certain of BP’s
obligations under an administrative order issued in 1991 by the EPA under the Resource Conservation and Recovery Act,
or RCRA, for which Giant maintains it has an indemnity right against BP. In August 2006, Giant agreed to the terms of the
final administrative consent order pursuant to which Giant will implement a clean-up plan for the refinery. Following the
acquisition of Giant, we are in the process of finalizing the details of the clean-up plan with the EPA.

We currently estimate that expenditures associated with the EPA order are approximately $46.2 million (up to
$35 million of which we believe is subject to reimbursement by BP). The discounted value of this liability assumed from
Giant on May 31, 2007, was $35.5 million. We incurred $4.7 million in 2007 related to the EPA order and believe that
approximately $26.8 million will be incurred between 2008 and 2011. The remainder will be spent over a 29-year period
following construction. These estimates assume that EPA will agree with the design and specifications of our clean-up
plan. These estimates also could change as a result of factors such as changes in costs of labor and materials.

During 2007, in response to the first claim requesting reimbursement from BP, we received a letter from BP disputing
indemnification for these costs. We are pursuing indemnification from BP. To reflect the uncertainty of the outcome,
however, we have accrued a reserve of $31.6 million for this project as of December 31, 2007.

As part of the consent order clean-up plan, a portion of the facility’s underground sewer system will be cleaned,
inspected, and repaired as needed. This sewer work is scheduled to begin during the construction of the corrective action
management unit and related remediation work and is included in the associated cost estimate. We anticipate that
construction of the corrective action management unit and related remediation work, which includes rerouting a section of
the sewer system to allow construction, as well as sewer system inspection and repair, will be completed approximately
four to five years after the EPA approves the clean-up plan and authorizes its implementation.

Yorktown 2002 Amended Consent Decree. In May 2002, a Giant subsidiary company acquired the Yorktown
refinery and assumed certain environmental obligations including responsibilities under a consent decree among various
parties covering many locations, or the Consent Decree, entered in August 2001 under the EPA Initiative. Parties to the
Consent Decree include the United States, BP Exploration and Qil Co., Amoco Oil Company, and Atlantic Richfield
Company. As applicable to the Yorktown refinery, the Consent Decree required, among other things, a reduction of nitrous
oxides, sulfur dioxide, and particulate matter emissions and upgrades to the refinery’s leak detection and repair program.
We do not expect implementation of the Consent Decree requirements will result in any soil or groundwater remediation
or clean-up requirements. Pursuant to the Consent Decree and prior to May 31, 2007, Giant had installed a new sour water
stripper and sulfur recovery unit with a tail gas treating unit and an electrostatic precipitator, or ESP, on the Fluid Catalytic
Cracking Unit, or FCCU, and had begun using sulfur dioxide emissions reducing catalyst additives in the FCCU. As of
December 31, 2007, we had expended $0.2 million controlling NOx emissions from one heater. We estimate additional
capital expenditures of approximately $1.5 million to complete implementation of the capital expenditures required by
the Consent Decree. This amount has been included in our estimated capital expenditures for regulatory projects. We do
not expect completing the requirements of the Consent Decree to have a material adverse effect on our business, financial
condition, or results of operations or that any penalties or increased operating costs related to the EPA Initiative will be
material. See Item 7, “Management’s Discussion and Analysis of Financial Condition and Results of Operations,
Liquidity and Capital Resources, Capital Spending,” elsewhere in this annual report.

Four Corners Refineries

Four Corners 2005 Consent Agreements. In July 2003, as part of the EPA Initiative, Giant reached an admin-
istrative settlement with New Mexico Environmental Department, or NMED, and the EPA in the form of consent
agreements that resolved certain alleged violations of air quality regulations at the Gallup and Bloomfield refineries in the
Four Corners area of New Mexico, The NMED agreement requires that both Four Corners refineries implement air
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pollution controls between 2006 and 2012 to reduce air emissions including emissions of sulfur dioxides and nitrogen
oxides. We do not expect implementation of the NMED agreement requirements will result in any soil or groundwater
remediation or clean-up requirements.

Based on current information, we have estimated the total capital expenditures that may be required pursuant to the
NMED agreement would be approximately $10 to $60 million and will occur from 2008 to 2012. These capital
expenditures would primarily be for installation of emission controls on the FCCUs and heaters and boilers, and for
reducing sulfur in fuel gas to reduce emissions of sulfur dioxide and nitrogen oxides from the refineries. Prior to May 31,
2007, Giant had completed a sulfur recovery system at the Gallup refinery. Modifications to the sulfur recovery systems at
the Gallup refinery will be installed in early 2008 to improve performance of the units at a cost of approximately
$0.6 million. Total capital expenditures could increase if 2008 modifications to the sulfur recovery units are unsuccessful.

Based on current information, we do not expect the implementation of the NMED settlements to have a material
adverse effect on its business, financial condition, or results of operations or that any penalties or increased operating costs
related to the EPA Initiative will be material.

Bloomfield 2007 NMED Remediation Order. In July 2007, we received a final administrative compliance order
from NMED alleging that releases of contaminants and hazardous substances that have occurred at the Bloomfield
refinery over the course of its operation prior to June 1, 2007, have resvlted in soil and groundwater contamination.
Among other things, the final order requires us to:

* investigate and determine the nature and extent of such releases of contaminants and hazardous substances;

+ perform interim remediation measures, or continue interim measures already begun, to mitigate any potential
threats to human health or the environment from such releases;

« identify and evaluate alternatives for corrective measures to clean up any contaminants and hazardous substances
released at the refinery and prevent cor mitigate their migration at or from the site;

* implement any corrective measures that may be approved by NMED;
* develop investigation work plans over a period of approximately four years; and
 implement corrective measures pursuant to the investigation.

The final order recognizes that prior work satisfactorily completed may fulfill some of the foregoing requirements. In
that regard, we have already put in place some remediation measures with the approval of NMED or New Mexico Oil
Conservation Division, or OCD.

Based on current information, we have prepared an initial cost estimate of $2.8 million for implementing the final
order. Accordingly, we have recorded the liability relating to the final order implementation costs.

Bioomfield 2005 EPA Compliance Order. In October 2005, Giant received an Administirative Compliance Order
trom the EPA in connection with a compliance evaluation inspection at the Bloomfield refinery in 2000 and a follow-up
inspection in early 2001. Giant sent waste water from the refinery’s process units through an oil-water separator, a series
of aeration ponds that continue the treatment and processing of oily water, and a series of evaporation ponds, before the
water was injected into a permitted deep well. The EPA alleged that benzene levels in the aeration ponds exceed
permissible RCRA levels, The EPA also alleged that Giant failed to make a RCRA hazardous waste determination in
connection with waste water going into the aeration ponds. In May 2006, Giant reached a settlement with EPA in the form
of a consent agreement and paid a civil penalty. The settlement requires that Giant make equipment modifications to
reduce benzene levels in the waste water coming from the refinery’s process units. The project was completed in October
2007 and we incurred capital expenditures of $3.8 million on this project. Since the settlement does not require any
cleanup activities, we have not recorded an environmental liability for this matter.

Reduction of Sulfur Content in Light Fuels

The EPA has adopted regulations under the Clean Air Act that requires significant reductions in the sulfur content in
gasoline and diesel fuel. These regulations required most refineries to begin reducing sulfur content in gasoline to 30 parts
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per million, or ppm, in January 1, 2004, with full compliance by January 1, 2006, and require reductions in sulfur content
in diesel to 15 ppm beginning in June 1, 2006, with full compliance by January 1, 2010.

However, we applied for and received “small refiner status™ under the EPA low sulfur gasoline and ultra low sulfur
diesel programs. A small refiner is one having less than 1,500 employees and an average crude oil capacity of less than
155,000 bpd. As a “‘small refiner.” we would not have had to meet the 30 ppm gasoline standard until January 2011 since
we had fully implemented the new on-road diesel sulfur content standard of 15 ppm by June 1, 2006.

As a result of the Giant acquisition, we no longer qualify as a “small refiner.” The rules provide for a period of at least
30 months to comply with the 30 ppm gasoline standard after losing “small refiner status” due to a merger or acquisition.
We anticipate meeting the standard in the required time. Our compliance with the new reduced sulfur standards in gasoline
will require additional capital expenditures of approximately $162 million through 2009. Our capital cost estimate for
gasoline sulfur compliance has increased significantly from previous estimate due to additional work required for the fluid
catalytic cracker, or FCC, gasoline hydrotreater, development and inclusion of costs related to the LSR hydrotreating unit,
additional work required for offsites and infrastructure modifications needed to support gasoline sulfur compliance,
project cost escalation and related cost contingencies. For additional details, see Item 7, “Management’s Discussion and
Analysis of Financial Condition and Results of Operations — Capital Spending.”

In addition to the benefits described above for being classified as a “smail refiner” under the EPA rules, we qualify
for designation as a small refiner under tax legislation. This legislation allows us to immediately deduct up to 75% of the
ultra low sulfur diesel compliance costs when incurred for tax purposes. Furthermore, the law allows the remaining 25%
of ultra low sulfur diesel compliance costs to be recovered as tax credits with the commencement of ultra low sulfur diesel
manufacturing. The loss of our “small refiner” status upon the completion of the Giant acquisition did not impact this
accelerated deduction/tax treatment.

Environmental Remediation

Certain environmental laws hold current or previous owners or operators of real property liable for the costs of
cleaning up spills, releases and discharge of petroleum or hazardous substances, even if these owners or operators did not
know of and were not responsible for such spills, releases and discharges. These environmental laws also assess liability
on any person who arranges for the disposal or treatment of hazardous substances, regardless of whether the affected site
is owned or operated by such person. The groundwater and certain solid waste management units and other areas at and
adjacent to our refinery have been impacted by prior spills, releases and discharges of petroleum or hazardous substances
and are currently undergoing remediation by us and Chevron pursuant to certain agreed administrative orders with the
Texas Commission on Environmental Quality, or TCEQ. Chevron retained liability for, and control of, certain envi-
ronmental liabilities and remediation activities that existed, or arise out of events occurring, prior to our acquisition of the
North Refinery assets. For example, Chevron retained responsibility to remediate their solid waste management units in
accordance with its Resource Conservation Recovery Act permit and retained liability for, and contro! of, certain
groundwater remediation responsibilities. We currently believe that we have adequate insurance to cover the costs of the
remaining activities; however, to the extent that these indemnity and insurance obligations are not fulfilled, we may incur
significant costs in connection with these clean-ups. Furthermore, in the future we may be required to remediate pollution
conditions at the refinery not addressed by the agreed administrative orders or to remediate newly discovered pollution
conditions.

In addition to clean-up costs, we may face liability for personal injury or property damage due to exposure to
chemicals or other hazardous substances that we may have manufactured, used, handled or disposed of or that are located
at or released from our refinery or otherwise related to our current or former operations. We may also face liability for
personal injury, property damage, natural resource damage or for clean-up costs for the alleged migration of petroleum or
hazardous substances from our refinery to adjacent and other nearby properties.

Employees

As of February 22, 2008, we employed 3,149 people, 240 of whom at the El Paso refinery and 169 at the Yorktown
refinery were covered by collective bargaining agreements. The collective bargaining agreements both expire in 2009. In
addition, employees at the Bloomfield refinery and the Gallup refinery recently voted to form unions during 2007. We
have not yet finalized negotiations of the collective bargaining agreements with these employees. We may not be able to

13




negotiate these agreements or renegotiate our existing collective bargaining agreements on satisfactory terms, or at all. A
failure to do so may increase our costs. In addition, our existing labor agreements may not prevent a strike or work
stoppage in the future, and any such work stoppage could have a material adverse affect on our business, financial
condition and results of operations.

Available Information

We file reports with the Securities and Exchange Commission, or SEC, including annual reports on Form 10-K,
quarterly reports on Form 10-Q, and other reports from time to time. The public may read and copy any materials that we
file with the SEC at the SEC’s Public Reference Room at 100 F Street, N.E., Room 1580, Washington, DC 20549. The
public may obtain informaticn on the operation of the Public Reference Room by calling the SEC at 1-800-SEC-0330. We
are an electronic filer, and the SEC’s Internet site at http://www.sec.gov contains the reports, proxy and information
statements, and other information filed electronically.

As requited by Section 406 of the Sarbanes-Oxley Act of 2002, we have adopted a code of ethics that applies
specifically to our Chief Executive Officer, Chief Financial Officer and Principal Accounting Officer. We have also
adopted a Code of Business Conduct and Ethics applicable to our directors, officers and employees. Those codes of ethics
are posted on our website. Within the time period required by the SEC and the New York Stock Exchange, we will post on
our website any amendment to our code of ethics and any waiver applicable to any of our Chief Executive Officer, Chief
Financial Officer and Principal Accounting Officer. Our website address is: http://www.wnr.com. We make our website
content available for informational purposes only. It should not be relied upon for investment purposes, nor is it
incorporated by reference in this Form 10-K. We make available on this website under “Investor Relations,” free of
charge, our annual reports on Form [0-K, quarterly reports on Form 10-Q, current reports on Form 8-K and amendments
to those reports as soon as reasonably practicable after we electronically file those materials with, or furnish those
materials to, the SEC.

In 2007, our Chief Executive Officer submitted to the New York Stock Exchange the required CEO certification
regarding compliance with the NYSE corporate governance listing standards. In addition, attached as Exhibits 31.1 and
31.2 to the Form 10-K are the certifications required by Section 302 of the Sarbanes-Oxley Act of 2002.

Item 1A. Risk Factors

An investment in our common shares involves risk. The acquisition of Giant has significantly changed the nature and
scope of our operations, As a result, the risks we face have changed as well. In addition to the other information in this
report and our other filings with the SEC, you should carefully consider the following risk factors in evaluating us and our
business.

The risks described below are not the only ones that we face. Additional risks that are not yet known to us or that we
currently think are immaterial also could impair our business, financial condition, or results of operations. If any of the
risks actually occurs, our business, financial condition, or results of operations could be adversely affected. In such case,
the trading price of our common shares could decline.

The price volatility of crude oil, other feedstocks, refined products, and fuel and utility services has had and
may continue to have a material adverse effect on our earnings and cash flows.

Our earnings and cash flows from operations depend on the margin above fixed and variable expenses {including the
cost of refinery feedstocks, such as crude oil) at which we are able to sell refined products. Refining margins historically
have been volatile, and are likely to continue to be volatile, as a result of a variety of factors, including fluctuations in the
prices of crude oil, other feedstocks, refined products, and fuel and utility services. In particular, our refining margins
were substantially lower in the fourth quarter of 2007 as compared to the first three quarters of the year due to substantial
increases in feedstock costs and lower increases in gasoline prices.

In recent years, the prices of crude oil, other feedstocks and refined products have fluctuated substantially. Qur
average cost per barrel of crude oil for 2007 was $74.42, compared to $65.19 for 2006, and $55.10 for 2005. Prices of
crude oil, other feedstocks and refined products depend on numerous factors beyond our control, including the supply of
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and demand for crude oil, other feedstocks, gasoline and other refined products. Such supply and demand are affected by,
among other things:

» changes in global and local economic conditions;
= demand for crude oil and refined products, especially in the U.S., China and India;

» worldwide political conditions, particularly in significant oil producing regions such as the Middle East, West
Africa and Latin America;

« the level of foreign and domestic production of crude oil and refined products and the level of crude oil, feedstocks
and refined products imported into the U.S., which can be impacted by accidents, interruptions in transportation,
inclement weather or other events affecting producers and suppliers;

« U.S. government regulations;
«» utilization rates of U.S. refineries;

» changes in fuel specifications required by environmental and other laws, particularly with respect to oxygenates
and sulfur content;

* the ability of the members of the Organization of Petroleum Exporting Countries, or OPEC, to maintain oil price
and production controls;

*» development and marketing of alternative and competing fuels;
» pricing and other actions taken by competitors that impact the market,

« product pipeline capacity, including the Longhorn pipeline, as well as Kinder Morgan’s expansion (completed in
2007) of its East Line, both of which could increase supply in certain of our service areas and therefore reduce our
margins;

» accidents, interruptions in transportation, inclement weather or other events that can cause unscheduled shutdowns
or otherwise adversely affect our plants, machinery or equipment, or those of our suppliers or customers; and

» local factors, including market conditions, weather conditions and the level of operations of other refineries and
pipelines in our service areas.

Volatility has had, and may continue to further have, a negative effect on.our results of operations to the extent that
the margin between refined product prices and feedstock prices narrows further, as was the case at the end of 2007.

The nature of our business requires us to maintain substantial quantities of crude oil and refined product inventories.
Crude oil and refined products are commodities. As a result, we have no control over the changing market value of these
inventories. Because our inventory of crude oil and refined product is valued at the lower of cost or market value under the
“last-in, first-out”, or LIFQ, inventory valuation methodology, if the market value of our inventory were to decline to an
amount less than our LYFQ cost, we would record a write-down of inventory and a non-cash charge to cost of products
sold. The valuing of the Giant inventory required to be done as a result of the acquisition of Giant may make this more
likely to occur in the future.

In addition, the volatility in costs of fuel, principally natural gas, and other utility services, principally electricity,
used by our refineries affects operating costs. Fuel and utility prices have been, and will continue to be, affected by factors
outside our control, such as supply and demand for fuel and utility services in both local and regional markets. Natural gas
prices have historically been volatile. Typically, electricity prices fluctuate with natural gas prices. Future increases in fuel
and utility prices may have a negative effect on our results of operations.

We may not realize the anticipated benefits from the acquisition of Giant Industries, Inc.

Giant suffered three fires at its refineries in the year prior to the acquisition, and as a result, the insurance costs for
these refineries increased and the terms of the insurance coverage have been adversely affected. These refineries also
suffered increased costs associated with several major capital projects. In addition to the risks ordinarily associated with a
significant acquisition, we are exposed to risks arising from these events and other operational risks that may affect these
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legacy Giant assets differently than they currently affect us. Although we expect to realize strategic, operational and
financial benefits as a result of the Giant acquisition, we cannot predict whether and to what extent such benefits will be
achieved. In particuiar, the success of the Giant acquisition will depend, in part, on our ability to realize anticipated
refinery efficiencies and cost savings from assuming control of Giant’s businesses. No assurances can be given that we
will be able to achieve these efficiencies and cost savings.

In addition, we will face certain challenges as we integrate Giant’s operations into our business. In particular, the
Giant acquisition has significantly expanded our geographic scope, the types of business in which we are engaged, the
number of our employees and the number of refineries we operate, thereby presenting us with significant challenges as we
work to manage the substantial increases in scale resulting from the acquisition. We must integrate a large number of
systems, both operational and administrative. Delays in this process could have a material adverse effect on our revenues,
expenses, operating results and financial condition. In addition, events outside of our control, including changes in state
and federal regulation and laws as well as economic trends, also could adversely affect our ability to realize the anticipated
benefits from the Giant acquisition.

We can give no assurance that our acquisition of Giant will perform in accordance with our expectations. We can give
no assurance that our expectations with regards to integration and synergies will materialize. Our failure to successfully
integrate and operate these legacy Giant assets, or to resolve any issues arising from the declaration of force majeure under
the Statoil contract, and to realize the anticipated benefits of the acquisition, could adversely affect our operating,
performing and financial results. See Item 1. “Business — Refining Segment — Yorktown Refinery — Raw Material

Supply.”

We have a limited operating history as a stand-alone company, and our previous financial statements may not
be indicative of future performance.

Fiscal year 2004 was the first full year in which we owned and operated our integrated refinery in El Paso. In
addition, we acquired Giant on May 31, 2007. In light of our acquisition of the other half of the El Paso refinery in August
2003 and Giant in May 2007, our financial statements only reflect the impact of the acquisitions since those dates and
therefore make comparisons with prior periods difficult. As a result, our limited historical financial performance makes it
difficult for shareholders to evaluate our business and results of operations to date and to assess our future prospects and
viability. Furthermore, our brief operating history has resulted in revenue and profitability growth rates that may not be
indicative of our future results of operations. As a result, the price of our common stock may be volatile.

If the price of crude oil increases significantly or our credit profile changes, it could have a material adverse
effect on our liguidity and limit our ability to purchase enough crude oil to operate our refineries at full
capacity.

We rely in part on borrowings and letters of credit under our $800.0 million revolving credit facility, {increased from
$500.0 million in February 2008), to purchase crude oil for our refineries. Changes in our credit profile could affect the
way crude oil suppliers view our ability to make payments and induce them to shorten the payment terms of their invoices
with us or require additional support such as letters of credit. Due to the large dollar amounts and volume of our crude oil
and other feedstock purchases, any imposition by our creditors of more burdensome payment terms on us may have a
material adverse effect on our liquidity and our ability to make payments to our suppliers, which could hinder our ability
to purchase sufficient quantities of crude oil to operate our refineries at planned rates. In addition, if the price of crude oil
increases significantly, we may not have sufficient capacity under our revolving credit facility, or sufficient cash on hand,
to purchase enough crude oil to operate our refineries at planned rates. A failure to operate our refineries at planned rates
could adversely affect our earnings and cash tlows.
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The dangers inherent in our operations could cause disruptions and could expose us to potentially significant
losses, costs or liabilities. Any significant interruptions in the operations of any of our refineries could materi-
ally and adversely affect our business, financial condition and operating results.

Our operations are subject to significant hazards and risks inherent in refining operations and in transporting and
storing crude oil, intermediate products, and refined products. These hazards and risks include, but are not limited to, the
following:

+ natural disasters;

* fires;

« explosions;

* pipeline ruptures and spills;

* third-party interference;

+ disruption of natural gas deliveries under our interruptible natural gas delivery contract for the El Paso refinery;
« disruptions of electricity deliveries; and

« mechanical failure of equipment at our refineries or third-party facilities.

Any of the foregoing could result in production and distribution difficulties and disruptions, environmental pollution,
personal injury or wrongful death claims, and other damage to our properties and the properties of others. There is also
risk of mechanical failure and equipment shutdowns both in general and following unforeseen events. Furthermore, in
such situations, undamaged refinery processing units may be dependent on or interact with damaged process units and,
accordingly, are also subject to being shut down.

Our refineries consist of many processing units, several of which have been in operation for a long time. One or more
of the units may require unscheduled downtime for unanticipated maintenance or repairs, or our planned turnarounds may
last longer than anticipated. Scheduled and unscheduled maintenance could reduce our revenues and increase our costs
during the period of time that our units are not operating.

Our refining activities are conducted at our El Paso refinery in Texas, the Yorktown refinery in Virginia, and our two
refineries in New Mexico. The refineries constitute a significant portion of our operating assets, and our refineries supply
a significant portion of our fuel to our retail operations. Prior to our acquisition of Giant, there was one fire incident at the
Yorktown refinery and two fire incidents at the Gallup refinery in late 2006, Because of the significance to us of our
refining operations, the occurrence of any of the events described above could significantly disrupt our production and
distribution of refined products, and any sustained disruption could have a material adverse effect on our business,
financial condition and results of operations.

We may not be able to run our Four Corners refineries at increased rates.

In 20035, Giant purchased an inactive pipeline running from Southwest New Mexico to Northwest New Mexico. The
pipeline has been upgraded to transport crude oil from Southeast New Mexico to the Four Corners region. While this
additional supply of crude oil was intended to allow us to run our Four Corners refineries at increased rates, we may not be
able to do so. These refineries had been running at less than full capacity for a number of years and there is no assurance
that the refinery units will be able to run at increased rates.

We could experience business interruptions caused by pipeline shutdown.

Our El Paso refinery, which is our largest refinery, is dependent on a 450-mite pipeline owned by Kinder Morgan, for
the delivery of all of its crude oil. Because our crude oil refining capacity at the El Paso refinery is approaching the
delivery capacity of the pipeline, our ability to offset lost production due to disruptions in supply with increased future
production is limited due 1o this crude oil supply constraint. In addition, we will be unable to take advantage of further
expansion of the El Paso refinery’s production without securing additional crude oil supplies or pipeline expansion. We
also deliver a substantial percentage of the refined products produced at the El Paso refinery through three principal
product pipelines. Any extended, non-excused downtime of our El Paso refinery could cause us to lose line space on these
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refined products pipelines if we cannot otherwise utilize our pipeline allocations. We could experience an interruption of
supply or delivery, or an increased cost of receiving crude oil and delivering refined products to market, if the ability of
these pipelines to transport crude oil or refined products is disrupted because of accidents, governmental regulation,
terrorisin, other third-party action, or any other events beyond our control. A prolonged inability to receive crude oil or
transport refined products on pipelines that we currently utilize could have a material adverse effect on our business,
financial condition and results of operations.

We also have a pipeline system that delivers crude oil to our Four Corners refineries and a pipeline that delivers
natural gas liquids to our Gallup refinery. The Four Corners refineries are dependent on the crude oil pipeline system for
the delivery of the crude oil necessary to run the refineries at increased rates. If the operation of the pipeline is disrupted
because of accidents, governmental regulation, terrorism, other third-party action, or any other events beyond our control,
we would not receive the crude oil necessary to run the refineries at increased rates. A prolonged inability to transport
crude oil on the pipeline system could have a material adverse effect on our business, financial condition and results of
operations.

Certain rights-of-way for our crude oil pipeline system must be renewed periodically, including some that have
expired, which are in the process of renewal, and others that expire in the next few years. We expect that substantial lead
time will be required to negotiate and complete renewal of these rights-of-way and that the costs of renewal for certain of
the rights-of-way may be significant. Our inability to successfully renew these rights-of-way would negatively impact our
ability to use the crude oil pipeline systems, which could have a material adverse effect on our business, financial
condition and results of operations.

Severe weather, including hurricanes, could interrupt the supply of some of our feedstocks.

Crude oil supplies for the El Paso refinery come from the Permian Basin in Texas and New Mexico and therefore are
generally not subject to interruption from severe weather, such as hurricanes. We, however, obtain certain of our
feedstocks for the El Paso refinery, such as alkylate, and some refined products we purchase for resale, by pipeline from
Gulf Coast refineries. We also rely on transported feedstocks to produce a portion of our Phoenix Clean Burning Gasoline,
or CBG, and other refined products. In addition, we currently depend on rail shipments of sulfuric acid to and from acid
regeneration facilities in Louisiana to conduct our El Paso refining operations. These Gulf Coast refineries and acid
regeneration facilities are subject to damage or production interruption from hurricanes or other severe weather. If our
supply of feedstocks or sulfuric acid is interrupted for the El Paso refinery, our business, financial condition and results of
operations would be adversely impacted.

Our Yorktown refinery is located on land that lies along the York River in York County, Virginia. It is situated
adjacent to its own deep-water port on the York River. All of the crude oil used by the refinery is delivered by crude oil
tankers and most of the finished products sold by the refinery are shipped out by barge, with the remaining amount shipped
out by truck or rail. As aresult of its location, the refinery is subject to damage or interruption of operations and deliveries
of both crude oil and finished products from hurricanes or other severe weather., A prolonged interruption of operations or
deliveries could have a material adverse effect on our business, financial condition and results of operations.

Competition in the refining and marketing industry is intense, and an increase in competition in the areas in
which we sell our refined products could adversely affect our sales and profitability.

We compete with a broad range of refining and marketing companies, including certain multinational oil companies.
Because of their geographic diversity, larger and more complex refineries, integrated operations and greater resources,
some of our competitors may be better able to withstand volatile market conditions, to compete on the basis of price, to
obtain crude oil in times of shortage and to bear the economic risks inherent in all phases of the refining industry. In
addition, based on the strong fundamentals for the global refining industry, capital investments for refinery expansions
and new refineries in international markets have increased, which may result in greater U.S. imports of refined products.

We are not engaged in the petroleum exploration and production business and therefore do not produce any of our
crude oil feedstocks. Certain of our competitors, however, obtain a portion of their feedstocks from company-owned
production. Competitors that have their own production are at times able to offset losses from refining operations with
profits from producing, and may be better positioned to withstand periods of depressed refining margins or feedstock
shortages. In addition, we compete with other industries that provide alternative means to satisfy the energy and fuel
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requirements of our industrial, commercial and individual consumers. If we are unable to compete effectively with these
competitors, both within and outside of our industry, there could be a material adverse effect on our business, financial
condition and results of operations.

The Longhorn refined products pipeline, which was completed in late 2004, runs approximately 700 miles from the
Houston area of the Gulf Coast to El Paso and has an estimated maximum capacity of 225,000 bpd. This pipeline provides
Gulf Coast refiners and other shippers with improved access to West Texas and New Mexico. In addition, Kinder Morgan
completed and placed into service its East Line expansion that increases pipeline capacity from El Paso to Tucson and
Phoenix, Arizona. The expansion increases capacity on the East Line to over 200,000 bpd. Any additional or modified
supply provided by these pipelines could lower prices and increase price volatility in areas that we serve and could
adversely affect our sales and profitability.

Portions of our operations in the areas we operate may be impacted by competitors’ plans, as well as plans of our
own, for expansion projects and refinery improvements that could increase the production of refined products in the
Southwest region. In addition, we anticipate that lower quality crude oils, which are typically less expensive to acquire,
can and will be processed by our competitors as a result of refinery improvements. These developments could result in
increased competition in the areas in which we operate.

We may incur significant costs to comply with environmental and health and safety laws and regulations.

Our operations and properties are subject to extensive federal, state and local environmenta! and health and safety
regulations governing, among other things, the generation, storage, handling, use and transporiation of petroleum and
hazardous substances, the emission and discharge of materials into the environment, waste management, characteristics
and composition of gasoline and diesel fuels. If we fail to comply with these regulations, we may be subject to
administrative, civil and criminal proceedings by governmental authorities, as well as civil proceedings by environmental
groups and other entities and individuals. A failure to comply, and any related proceedings, including lawsuits, could
result in significant costs and liabilities, penalties, judgments against us or governmental or court orders that could alter,
limit or stop our operations.

In addition, new environmental laws and regulations, including new regulations relating to alternative energy sources
and the tisk of global climate change, new interpretations of existing laws and regulations, increased governmental
enforcement or other developments could require us to make additional unforeseen expenditures. There is growing
consensus that some form of regulation will be: forthcoming at the federal level in the United States with respect to
greenhouse gas emissions (including carbon dioxide) and such regulation could result in the creation of substantial
additional costs in the form of taxes or required acquisition or trading of emission allowances. Many of these laws and
regulations are becoming increasingly stringent, and the cost of compliance with these requirements can be expected to
increase over time. We are not able to predict the impact of new or changed laws or regulations or changes in the ways that
such laws or regulations are administered, interpreted or enforced. The requirements to be met, as well as the technology
and length of time available to meet those requirements, continue to develop and change. To the extent that the costs
associated with meeting any of these requirements are substantial and not adequately provided for, there could be a
material adverse effect on our business, financial condition and results of operations.

The Environmental Protection Agency, or EPA, has issued rules pursuant to the Clean Air Act that require refiners to
reduce the sulfur content of gasoline and highway diesel fuel by various specified dates. We are incurring substantial costs
to comply with the EPA’s low sulfur rules. The Yorktown refinery is subject to a compliance plan agreed to by the EPA that
modified the timetable for the Yorktown and El Paso refineries to comply with the rules and requires the Yorktown
refinery to produce specified volumes of compliant product by various dates. Failure to produce these specified volumes
required by the Yorktown compliance plan has resulted, and could result in the future, in us having to purchase credits
and/or sell more high sulfur heating oil than otherwise would be the case. At most times, high sulfur heating oil sells for a
lower margin than ultra low sulfur diesel fuel. Failure to comply with the Yorktown compliance pian could also result in
the EPA modifying or revoking the compliance plans or assessing penalties. The occurrence of any of these events could
have a material adverse effect on our business, financial condition and results of operations.

19




We have capital needs for which our internally generated cash flows and other sources of liguidity may not be
adequate.

If we cannot generate cash flow or otherwise secure sufficient liquidity to support our short-term and long-term
capital requirements, we may not be able to comply with certain environmental standards by the current EPA-mandated
deadlines or pursue our business strategies, in which case our operations may not perform as well as we currently expect.
We have substantial short-term and long-term capital needs, including those for capital expenditures that we will make to
comply with the low sulfur content specifications of the Tier Il gasoline standards and on- and off-road diesel laws and
regulations. Our short-term working capital needs are primarily crude oil purchase requirements, which fluctuate with the
pricing and sourcing of crude oil. We also have significant long-term needs for cash, including those to support our
expansion and upgrade plans, as well as for regulatory compliance.

Our operations involve environmental risks that could give rise to material labilities.

Our operations, and those of prior owners or operators of our properties, have previously resulied in spills, discharges
or other releases of petroleum or hazardous substances into the environment, and such spills, discharges or releases could
also happen in the future. Past or future spills related to any of our operations, including our refineries, product terminals
or transportation of refined products or hazardous substances from those facilities, may give rise to liability (including
strict liability, or liability without fault, and cleanup responsibility) to governmental entities or private parties under
federal, state or local environmental laws, as well as under common law. For example, we could be held strictly liable
under the Comprehensive Environmental Responsibility, Compensation and Liability Act, or CERCLA, for contami-
nation of properties that we currently own or operate and facilities to which we transported or arranged for the
transportation of wastes or by-products for use, treatment, storage or disposal, without regard to fault or whether our
actions were in compliance with law at the time. Qur liability could also increase if other responsible parties, including
prior owners or operators of our facilities, fail to complete their clean-up obligations. Based on current information, we do
not believe these liabilities are likely to have a material adverse effect on our business, financial condition or results of
operations, but in the event that new spills, discharges or other releases of petroleum or hazardous substances occur or are
discovered or there are other changes in facts or in the level of contributions being made by other responsible parties, there
could be a material adverse effect on our business, financial condition and results of operations.

In addition, we may face liability for alleged personal injury or property damage due to exposure to chemicals or
other hazardous substances located at or released from our refineries or otherwise related to our current or former
operations. We may also face liability for personal injury, property damage, natural resource damage or for clean-up costs
for the alleged migration of contamination or other hazardous substances from our refineries to adjacent and other nearby
properties.

We are involved in a number of MTBE lawsuits and in a “hot fuel” lawsuilt.

Lawsuits have been filed in numerous states alleging that MTBE, a blendstock used by many refiners in producing
specially formulated gasoline, has contaminated water supplies. MTBE contamination primarily results from leaking
underground or aboveground storage tanks. The suits allege MTBE contamination of water supplies owned and operated
by the plaintiffs, who are generally water providers or governmental entities. The plaintiffs assert that numerous refiners,
distributors, or sellers of MTBE and/or gasoline containing MTBE are responsible for the contamination. The plaintiffs
also claim that the defendants are jointly and severally liable for compensatory and punitive damages, costs, and interest.
Joint and several liability means that each defendant may be liable for all of the damages even though that party was
responsible for only a small part of the damages.

As a result of the acquisition of Giant, certain of our subsidiaries are defendants in approximately 40 of these MTBE
lawsuits pending in Virginia, Connecticut, Massachusetts, New Hampshire, New York, New Jersey, Pennsylvania, and
New Mexico. Due to Giant's historical operations in New Mexico, including retail sites, there is potentially greater risk in
connection with the New Mexico litigation than in the litigation in the Eastern states where Giant has only operated since
2002 and has no retail operations.

In addition, Western has been named as a defendant in the lawsuit filed in New Mexico. Western understands that the
case has been transferred to the Southern District of New York by the Judicial Panel on Multidistrict Litigation and that an
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amended complaint has been filed. Western has not been served with a summons and complaint, nor has Western made an
appearance in this litigation.

Western also has been named as a defendant in a lawsuit filed by the State of New Jersey related to MTBE. Western
has never done business in New Jersey and has never sold any products in that state or that could have reached that state.
Because potentially applicable factual and legal issues have not been resolved, we have yet to determine if a liability is
probable and we cannot reasonably estimate the amount of any loss associated with these matters. Accordingly, we have
not recorded a liability for these lawsuits.

In March 2007, a class action lawsuit was filed in New Mexico naming numerous retail suppliers of motor fuel as
defendants, including certain of our subsidiaries. Among other things, the lawsuit alleges that, by consciously selling
gasoline at a temperature greater than 60° Fahrenheit, the defendants are depriving consumers of the full amount of
energy that should be delivered when gasoline is delivered at a cooler temperature. Plaintiffs seek an unspecified amount
of damages and also seek to require the defendants to install temperature-adjustment devices at the pumps. Similar class
action lawsuits have been filed in several other jurisdictions, and have been consolidated for pretrial proceedings in a
single multi-district litigation. Because potentially applicable factual and legal issues have not been resolved, we have yet
to determine if a liability is probable and if it can be reasonably estimated. Accordingly, we have not recorded a liability
for this lawsuit.

We could incur substantial costs or disruptions in our business if we cannot obtain or maintain necessary per-
mits and authorizations.

Qur operations require numerous permits and authorizations under various laws and regulations, including envi-
ronmental and health and safety laws and regulations. These authorizations and permits are subject to revocation, renewal
or modification and can require operational changes, which may involve significant costs, to limit impacts or potential
impacts on the environment and/or health and safety. A violation of these authorization or permit conditions or other legal
or regulatory requirements could result in substantial fines, criminal sanctions, permit revocations, injunctions and/or
refinery shutdowns. In addition, major modifications of our operations could require modifications to our existing permits
or expensive upgrades to our existing pollution control equipment, which could have a material adverse effect on our
business, financial condition or results of operations.

We have a significant amount of indebtedness.

As of December 31, 2007, our total debt was $1,583.5 million and our stockholders’ equity was $756.5 million. We
currently have an $800.0 million revolving credit facility (increased from $500.0 million in February 2008). As of
December 31, 2007, we had net availability under this facility of $92.9 million due to $117.1 million in outstanding letters
of credit and direct borrowings of $290.0 million. If the increase of our revolving line of credit had been in place at
December 31, 2007, our availability would have been increased to $392.9 million. Our level of debt may have important
consequences to you. Among other things, it may:

» limit our ability to use our cash flow, or obtain additional financing, for future working capital, capital
expenditures, acquisitions or other general corporate purposes;

« restrict our ability to pay dividends;

+ require a substantial portion of our cash flow from operations to make debt service payments;
* limit our flexibility to plan for, or react to, changes in our business and industry conditions;

» place us at a competitive disadvantage compared to our less leveraged competitors; and

« increase our vulnerability to the impact of adverse economic and industry conditions and, to the extent of our
outstanding debt under our floating rate debt facilities, the impact of increases in interest rates.

We cannot assure you that we will continue to generate sufficient cash flow or that we will be able to borrow funds
under our revolving credit facility in amounts sufficient to enable us to service our debt or meet our working capital and
capital expenditure requirements. If we cannot do so, due to borrowing base restrictions or otherwise, we may be required
to sell assets, reduce capital expenditures, refinance all or a portion of our existing debt, or obtain additional financing. We
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cannot assure you that we will be able to refinance our debt, sell assets, or borrow more money on terms acceptable to us, if
at all, In addition, our ability to incur additional debt will be restricted under the covenants contained in our revolving
credit facility and term loan facility.

Covenants and events of default in our debt instruments could limit our ability to undertake certain types of
transactions and adversely affect our liquidity.

Our revolving credit facility and term loan facility contain covenants and events of default that may limit our
financial flexibility and ability to undertake certain types of transactions. For instance, we are subject to negative
covenants that restrict our activities, including restrictions on:

* creating liens;

» engaging in mergers, consolidations and sales of assets;

* incurring additiona) indebtedness;

+ providing guarantees;

» engaging in different businesses;

* making investments;

« making certain dividend, debt and other restricted payments;
 engaging in certain transactions with affiliates; and

* entering into certain contractual obligations.

We are also subject to financial covenants that require us to maintain specified financial ratios and to satisfy other
financial tests. If we fail to satisfy the covenants set forth in either facility or another event of default occurs under either
facility, the maturity of the loans could be accelerated or we could be prohibited from barrowing for our working capital
needs and issuing letters of credit. If the loans are accelerated and we do not have sufficient cash on hand to pay all
amounts due, we could be required to sell assets, to refinance all or a portion of our indebtedness, or to obtain additional
financing. Refinancing may not be possible and additional financing may not be available on commercially acceptable
terms, or at all. If we cannot borrow or issue letters of credit under the revolving credit facility, we would need to seek
additional financing, if available, or curtait our operations.

Our ability to pay dividends in the future is limited by contractual restrictions and cash generated by
operations.

We currently pay a quarterly dividend, We are a holding company, however, and all of cur operations are conducted
through our subsidiaries. Consequently, we will rely on dividends or advances from our subsidiaries to fund our dividends.
The ability of our operating subsidiaries to pay dividends and our ability to receive distributions from those entities are
subject to applicable local law and other restrictions including, but not limited to, restrictions in our revolving credit
facility and term loan facility, including minimum operating cash and net worth requirements. Such laws and restrictions
could limit the payment of dividends and distributions to us, which would restrict our ability to pay dividends. In addition,
our payment of dividends will depend upon our ability to generate sufficient cash flows. Qur board of directors will review
our dividend policy pertodically in light of the factors referred to above, and we cannot assure you of the amount of
dividends, if any, that may be paid in the future.

Changes to the current tax laws could result in the imposition of entity level state taxation on one of our oper-
ating subsidiaries, which would result in a reduction in our anticipated cash flow.

One of our operating subsidiaries is organized as a partnership. A partnership generally is not subject to entity level
state franchise tax in the jurisdictions in which it is organized or operates. Current laws may change, however, subjecting
our partnership operating subsidiary to entity level state taxation. For example, in May 2006, the State of Texas enacted
the Texas Margins Tax, or TMT, a new business tax that is imposed on our gross margin to replace the State’s current
franchise tax.
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Our insurance policies do not cover all losses, costs or liabilities that we may experience.

Our insurance coverage does not cover all potential losses, costs or lLabilities. Due to the fires experienced at the
Giant refineries in 2005 and 2006, the cost of insurance coverage in 2008 for the Yorktown and Four Corners refineries
will be higher than the cost of insurance for the El Paso refinery. In addition to the higher costs, the deductibles for such
coverage are higher and the waiting periods for business interruption coverage are longer.

We could suffer losses for uninsurable or uninsured risks or in amounts in excess of our existing insurance coverage.
Our ability to obtain and maintain adequate insurance may be affected by conditions in the insurance market over which
we have no control. In addition, if we experience any more insurable events, our annual premiums could increase further
or insurance may not be available at all. The occurrence of an event that is not fully covered by insurance or the loss of
insurance coverage could have a material adverse effect on our business, financial condition and results of operations.

We may not be able to successfully implement our business strategies.

Our business strategies include the implementation of several capital expenditure projects designed to increase the
productivity and profitability of our refineries. Many factors beyond our control may prevent or hinder our implemen-
tation of some or all of our planned capital expenditure projects or lead to cost overruns, including new or more expensive
obligations to comply with environmental regulations, a downturn in refining margins, technical or mechanical problems,
lack of available capital and other factors. Failure to successfully implement these profit-enhancing strategies on a timely
basis or at all may adversely affect our business prospects and competitive position in the industry.

In addition, a component of our growth strategy is to selectively acquire complementary assets in order to increase
earnings and cash flow. Our ability to do so will be dependent upon several factors, including our ability to identify
attractive acquisition candidates, consummate acquisitions on favorable terms, successfully integrate acquired assets,
obtain financing to fund acquisitions and to support our growth, and many other factors beyond our control. Risks
associated with acquisitions include those relating to:

+ diversion of management time and attention from our existing business;
» challenges in managing the increased scope, geographic diversity and complexity of operations;

» difficulties in integrating the financial, technological and management standards, processes, procedures and
controls of an acquired business with those of our existing operations;

+ liability for known or unknown environmental conditions or other contingent liabilities not covered by indem-
nification or insurance;

» greater than anticipated expenditures required for compliance with environmental or other regulatory standards or
for investments to improve operating results;

« difficulties in achieving anticipated operational improvements;
« incurrence of additional indebtedness to finance acquisitions or capital expenditures relating to acquired assets; and

+ issuance of additional equity, which could result in further dilution of the ownership interest of existing
stockholders.

We may not be successful in acquiring additional assets, and any acquisitions that we do consummate may not
produce the anticipated benefits or may have adverse effects on our business and operating results.

If we lose any of our key personnel, our ability to manage our business and continue our growth could be neg-
atively impacted.

Our future performance depends to a significant degree upon the continued contributions of our senior management
team, including our President and Chief Executive Officer, Executive Vice President, Executive Vice President-Refining,
Chief Financial Officer, Senior Vice President-Legal, Chief Accounting Officer and Treasurer. We do not currently
maintain key man life insurance with respect to any member of our senior management team. The loss or unavailability to
us of any member of our senior management team or a key technical employee could significantly harm us. We face
competition for these protessionals from our competitors, our customers, and other companies operating in our industry.
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To the extent that the services of members of our senior management team would be unavailable to us for any reason, we
would be required to hire other personnel to manage and operate our company. We may not be able to locate or employ
such qualified personnel on acceptable terms, or at all.

A substantial portion of our refining workforce is unionized, and we may face labor disruptions that would
interfere with our operations.

As of February 22, 2008, we employed 3,149 people, 240 of whom at the El Paso refinery and 169 at the Yorktown
refinery were covered by collective bargaining agreements. The collective bargaining agreements both expire in 2009. In
addition, employees at the Bloomfield refinery and the Gallup refinery recently voted to form unions during 2007. We
have not yet finalized negotiations of the collective bargaining agreements with these employees. We may not be able to
negotiate these agreements or renegotiate our existing collective bargaining agreements on satisfactory terms, or at all. A
failure to do so may increase our costs. In addition, our existing labor agreements may not prevent a strike or work
stoppage in the future, and any such work stoppage could have a material adverse affect on our business, financial
condition and results of operations.

Terrorist attacks, threats of war or actual war may negatively affect our operations, financial condition, results
of operations and prospects.

Terrorist attacks in the U.S. and the war in Iraq, as well as events occurring in response to or in connection with them,
may adversely affect our operations, financial condition, results of operations and prospects. Energy-related assets {which
could include refineries and terminals such as ours or pipelines such as the ones on which we depend for our crude oil
supply and refined product distribution) may be at greater risk of future terrorist attacks than other possible targets. A
direct attack on our assets or assets used by us could have a material adverse effect on our operations, financial condition,
results of operations and prospects. In addition, any terrorist attack could have an adverse impact on energy prices,
including prices for our crude oil and refined products, and an adverse impact on the margins from our refining and
marketing operations. In addition, disruption or significant increases in energy prices could result in government-imposed
price controls,

While we currently maintain some insurance that provides coverage against terrorist attacks, such insurance has
become increasingly expensive and difficult to obtain. As a result, insurance providers may not continue to offer this
coverage to us on terms that we consider affordable, or at all.

Our operating results are seasonal and generally lower in the first and fourth quarters of the year.

Demand for gasoline is generally higher during the summer months than during the winter months. In addition,
oxygenate is added to the gasoline in our service areas during the winter months, thereby increasing the supply of
gasoline. This combination of decreased demand and increased supply during the winter months can lower gasoline
prices. As a result, our operating results for the first and fourth calendar quarters are generally lower than those for the
second and third calendar quarters of each year. The effects of seasonal demand for gasoline are partially offset by
seasonality in demand for diesel fuel, which in the Southwest region of the United States is generally higher in winter
months as east-west trucking traffic moves south to avoid winter conditions on northern routes, and heating oil in the
Northeast.

We will be exposed to risks relating to evaluations of controls required by Section 404 of the Sarbanes-Oxley
Act of 2002,

We evaluated our internal controls systems {excluding Giant) to allow management to report on, and our independent
auditors to audit, our internal controls over financial reporting (excluding Giant) as of December 31, 2007. We performed
the system and process evaluation and testing (along with any necessary remediation) required to comply with the
management assessment requirements of Section 404 of the Sarbanes-Oxley Act of 2002. In addition, we are in the
process of analyzing the internal controls of Giant, a wholly-owned subsidiary we acquired on May 31, 2007. We cannot
be certain as to the timing of completion of our evaluation, testing and remediation actions relating to Giant’s internal
controls or the tmpact of the same on our operations. Furthermore, upon completion of this process, we may identify
control deficiencies of varying degrees of severity under applicable SEC and Public Company Accounting Oversight
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Board rules and regulations that remain unremediated. We are required to report, among other things, control deficiencies
that constitute a “material weakness” or changes in internal controls that, or that are reasonably likely to, materially affect
internal controls over financial reporting. A “material weakness” is a deficiency or combination of deficiencies that
results in a reasonable possibility that a material misstatement of the annual or interim financial statements will not be
prevented or detected on a timely basis. The report by us of a material weakness may cause investors to lose confidence in
our financial statements, and our stock price may be adversely affected as a result. If we fail to remedy any material
weakness, our financial statements may be inaccurate, we may face restricted access to the capital markets, and our stock
price may be adversely affected.

Our controlling stockholders may have conflicts of interest with other stockholders in the future.

Mt. Paul Foster, our President, Chief Executive Officer and Chairman of the Board, and Messrs. Jeff Stevens (our
Executive Vice President and a current director), Ralph Schmidt (our former Chief Operating Officer and a current
director) and Scott Weaver (our Vice President, Assistant Secretary and a current director) own approximately 55% of our
common stock. As a result, Mr. Foster and the other members of this group will be able to control the election of our
directors, determine our corporate and management policies and determine, without the consent of our other stockholders,
the outcome of any corporate transaction or other matter submitted to our stockholders for approval, including potential
mergers or acquisitions, asset sales, and other significant corporate transactions. So long as this group continues to own a
significant amount of the outstanding shares of our common stock, they will continue to be able to strongly influence or
effectively control our decisions, including whether to pursue or consummate potential mergers or acquisitions, asset
sales, and other significant corporate transactions. The interests of Mr. Foster and the other members of this group may not
coincide with the interests of other holders of our common stock.

We are a “controlled company” within the meaning of the NYSE rules and, as a result, will qualify for, and
may rely on, exemptions from certain corporate governance requirements.

Under these rules, a company of which more than 50% of the voting power is held by an individual, a group or
another company is a “controlled company” and may elect not to comply with certain corporate governance requirements
of the NYSE, including:

+ the requirement that a majority of our board of directors consist of independent directors;

+ the requirement that we have a nominating/corporate governance committee that is composed entirely of
independent directors with a written charter addressing the committee’s purpose and responsibilities; and

+ the requirement that we have a compensation committee that is composed entirely of independent directors with a
written charter addressing the committee’s purpose and responsibilities.

We presently do not have a majority of independent directors on our board and are relying on the exemptions from the
NYSE corporate governance requirements set forth in the first bullet point above. Accordingly, you may not have the same
protections afforded to stockholders of companies that are subject to all of the corporate governance requirements of the
NYSE.

Itemn 1B. Unresolved Staff Comments

None.

Item 2. Properties

Our principal properties are described under Item 1. “Business” and the information is incorporated herein by
reference. As of December 31, 2007, we were a party to a number of cancelable and non-cancelable leases for certain
properties, including our corporate headquarters in El Paso. See Note 22, “Operating Leases and Other Commitments” in
the Notes to Consoclidated Financial Statements, included elsewhere in this annual report.
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Item 3. Legal Proceedings

In the ordinary conduct of our business, we are subject to periodic lawsuits, investigations and claims, including
environmental claims and employee-related matters. We also incorporate by reference the information regarding
contingencies in Note 20 to our Consolidated Financial Statements set forth in Part [, Item 8. Although we cannot
predict with certainty the ultimate resolution of lawsuits, investigations and claims asserted against us, we do not believe
that any currently pending legal proceeding or proceedings to which we are a party will have a material adverse effect on
our business, financial condition or results of operations.

In November 2007, the City of Albuguerque, New Mexico, assessed us with $0.1 million in penalties for
environmental non-compliance issues at our Albuquerque finished products terminal.

MTBE Litigation

Lawsuits have been filed in numerous states alleging that MTBE, a blendstock used by many refiners in producing
specially formulated gasoline, has contaminated water supplies. MTBE contamination primarily results from leaking
underground or aboveground storage tanks. The suits allege MTBE contamination of water supplies owned and operated
by the plaintiffs, who are generally water providers or governmental entities, The plaintiffs assert that numerous refiners,
distributors, or sellers of MTBE and/or gasoline containing MTBE are responsible for the contamination. The plaintiffs
also claim that the defendants are jointly and severally liable for compensatory and punitive damages, costs, and interest,
Joint and several liability means that each defendant may be liable for all of the damages even though that party was
responsible for only a small part of the damages.

As aresult of the acquisition of Giant, certain of our subsidiaries are defendants in approximately 40 of these MTBE
lawsuits pending in Virginia, Connecticut, Massachusetts, New Hampshire, New York, New Jersey, Pennsylvania,
Florida, and New Mexico. Due to Giant’s historical operations in New Mexico, including retail sites, there is potentially
greater risk in connection with the New Mexico litigation than in the litigation in the Eastern states where Giant has only
operated since 2002 and has no retail operations.

In addition, Western has been named as a defendant in the lawsuit filed in New Mexico, Western understands that the
case has been transferred to the Southern District of New York by the Judicial Panel on Multidistrict Litigatton and that an
amended complaint has been filed. Western has not been served with a summons and complaint, nor has Western made an
appearance in this litigation. If Western is served with a summons and made an active defendant in this matter, Western
will vigorously defend itself.

Western also has been named as a defendant in a lawsuit filed by the State of New Jersey related to MTBE. Western
has never done business in New Jersey and has never sold any products in that state or that could have reached that state,
Accordingly, Western intends to vigorously defend itself.

We intend to vigorously defend these lawsuits. Because potentially applicable factual and legal issues have not been
resolved, we have yet to determine if a liability is probable and we cannot reasonably estimate the amount of any loss
associated with these matters. Accordingly, we have nol recorded a liability for these lawsuits.

New Mexico “Hot Fuel” Litigation

In March 2007, a class action lawsuit was filed in New Mexico naming numerous retail suppliers of motor fuel as
defendants, including certain of our subsidiaries. Among other things, the lawsuit alleges that, by consciously selling
motor fuel at a temperature greater than 60° Fahrenheit, the defendants are depriving consumers of the full amount of
energy that should be delivered when gasoline is delivered at a cooler temperature. Plaintiffs seek an unspecified amount
of damages and also seek to require the defendants to install temperature-adjustment devices at the pumps. Similar class
action lawsuits have been filed in several other jurisdictions, and have been consolidated for pretrial proceedings in a
single multi-district litigation. We intend to vigorously defend this lawsuit. Because potentially applicable factual and
legal issues have not been resolved, we have yet to determine if a liability is probable and if it can be reasonably estimated.
Accordingly, we have not recorded a liability for this lawsuit.
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Item 4. Submission of Matters to a Vote of Security Holders

None.

PART 11

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of

Equity Securities

Market Information

Our common stock began trading on the New York Stock Exchange, or NYSE, on January 19, 2006 under the symbol
“WNR.” As of February 22, 2008, we had 63 holders of record of our common stock. The following table summarizes the
high and low sales prices of our common stock as reported on the New York Stock Exchange Composite Tape for the
quarterly periods in the past two fiscal years and dividends declared on our common stock for the same periods:

2007

First QUAmer . ..\ v vt ittt e
Second Quarter ........ ... e
Third QUarter. . . . ... .. . e
Fourth QUarer . . ... .o i i e
2006

First QUarter .. ... ...ttt et e
Second Quarter .. ....... ..t e
Third QUAEL. . .. . vt e e i e e e
Fourth QUarter . . .. oottt i i i s

Securities Authorized for Issuance Under Equity Compensation Plans

Dividends per

Low Common Share
$23.88 $0.04
34,75 0.06
39.65 0.06
23.60 0.06
$14.33 $0.04
16.26 0.04
19.41 0.04
21.06 0.04

See Part [11, ltem 12, “Security Ownership of Certain Beneficial Owners and Management and Related Stockholder

Matters.”

Performance Graph

The following performance graph and related information shall not be deemed “soliciting material” or “filed” with
the SEC, nor shall such information be incorporated by reference into any further filings under the Securities Act of 1933
or the Securities Exchange Act of 1934, each as amended, except to the extent we specifically incorporate it by reference

into such filing.
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The following graph compares the cumulative 23-month total stockholder return on the Company’s common stock
relative to the cumulative tota) stockholder returns of the Standard & Poor’s, or S&P, 500 index, and a customized peer
group of seven companies that includes: Alon Energy USA, Inc, Delek US Holdings Inc, Frontier Oil Corp., Holly Corp.,
Sunoco Inc, Tesoro Corp. and Valero Energy Corp. An investment of $100 (with reinvestment of all dividends) is assumed
to have been made in our common stock and peer group on January 19, 2006. The index on December 31, 2007, and its
relative performance are tracked through this date. The stock price performance included in this graph is not necessarily

indicative of future stock price performance.
$400
$350
$300 -
$250 -
$200
$150
$100

$50 |

50
1106 3/06 6/06 9/06 12/06 T

6107

/07 12107

—E— Wastern Refining, Inc ---A--- S&P 500 ------ Peer Group

*  $100 invested on 1/19/06 in stock or 12/31/05 in index-including reinvestment of dividends.

Fiscal year ending December 31.

1/06 3/06 606 9/06 1206 307 07 97 1207
Western Refining, Inc .. 100.00 127.41 12744  137.48 150.84 23142 343.16 241.28 14430
S&P5300............ 100.00  104.21 102.71 108.53 11580 11654 12385 12637 122.16
Peer Group . ......... 100.00 98.82 107.04 86.91 8845 11093 12946 11526 117.07
Purchases of Equity Securities by the Issuer and Affiliated Purchasers
Maximum Number of
Total Average Price Paid Total Number of Shares that May Yet
Number of per Share Shares Purchased as Be Purchased Under
Shares (Including Part of a Publicly the Plans or
Period Purchased Commmissions) Announced Program Programs
October 1 to October 31,
2007. ... — - N/A N/A
November 1 to November 30,
2007.. ... — — N/A N/A
December 1 to December 31,
2000¢1). ..o 71,425 $25.40 N/A N/A
Total, ................. 71,425 $25.40 N/A N/A

(1) These repurchases were in private transactions not on an exchange directly with certain of our employees of the
Company to provide funds to satisfy payroll withholding taxes for such employees in connection with the vesting of
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restricted shares awarded under our Long-Term Incentive Plan. The repurchased shares are now held by us as treasury
shares,

Item 6. Selected Financial and Operating Data

The following tables set forth our summary historical financial and operating data for the periods indicated below.
The summary results of operations and financial position data for 2007, 2006 and 2005 have been derived from the
consolidated financial statements of Western Refining, Inc. and its subsidiaries including Western Refining Company LP.
On May 31, 2007, we completed the acquisition of Giant. The summary results of operations and financial position data
for 2007 include the results of operations for Giant beginning June 1, 2007. The summary statement of operations data for
the years ended December 31, 2004 and 2003, and the summary balance sheet data as of December 31, 2004 and 2003
have been derived from the audited financial statements of our predecessor, Western Refining Company LP.

The information presented below should be read in conjunction with Item 7. “Management’s Discussion and
Analysis of Financial Condition and Results of Operations” and the financial statements and the notes thereto included in
Item 8. “Financial Statements and Supplementary Data.”

Year Ended December 31,

2007(1) 2006 2005 2004 2003(2)
(En thousands, except per share data)

Statement of Operations Data:
NetsaleS.......coviiinniniannnn. $ 7,305,032 $4,199,383  $3,406,632 $2,215,170  $ 924,792
Operating costs and expenses:

Cost of products sold (exclusive of

depreciation and amortization) ....... 6,375,700 3,653,008 3,001,610 1,989,917 830,667
Direct operating expenses (exclusive of
depreciation and amortization) ....... 382,690 171,729 129,627 108,432 40,667
Selling, general and administrative
EXPEOSES. o v v v ee e ce i 77,350 37,043 45,128 18,813 13,180
Maintenance tornaround expense . ...... 15,947 22.196 6,999 14,295 —
Depreciation and amortization . ........ 64,193 13,624 6,272 4,521 1,698
Total operating costs and expenses . ... 6,915,880 3,897,600 3,189,636 2,135,978 886,212
Operaling inCome .. ...........c.ov.u.. 389,152 301,783 216,996 79,192 38,580
Interest inCOME . ... v v v e i eaennn 18,852 10,820 4,854 1,022 265
INtErest EXPense . . .. ..o .o i nn o (53,843) (2,167) (6,578) (5,627) (3,645
Amortization of loan fees. . .. ........... {1,912) (500) (2,113) (2,939) (914)
Write-off of unamortized loan fees. .. ... .. — {1,961) (3,287) — —
Loss on early extinguishment of debt ... ... (774) — — — —
Gain (loss) from derivative activities. . . . ... (9,923) 8,617 (8,296) (4,018) —
Other income (expense)}, net(3). .......... (1,049 561 (527) (172) 6,822
Income before income taxes. . ... ........ 340,503 317,153 201,049 67,458 41,108
Provision for income taxes(4). . .......... (101,892} (112,373} 18 — —
Netincome(d) . ... v uinnnn- $ 238611 S 204,780 $ 201,067 $ 67458 § 41,108
Basic eamnings per share. . .. ............ $ 355 % 3.13 — — —
Diluted earnings per share ... ........... $ 353 % 3.11 — — —
Dividends declared per common share . .. .. $ 022 ¢ 0.16 — — —
Weighted average basic shares outstanding . . 67,180 65,387 — — —

Weighted average dilutive shares
outstanding .. ... ... ..o 67,598 65,775 — — —
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Year Ended December 31,
2007(1) 2006 2005 2004 2003(2)
(In thousands, excepl per share data)

Cash Flow Data:
Net cash provided by (used in):

Operating activities{d) ............... $ 113237 % 245004 $ 260980 % 87,022 $ 66452

Investing activities . ... .............. (1,334,028) (149,555) (87,988) (19,045) (104,730}

Financing activities(4) ............... 1,247,191 (13,115) {37,116) (86,722) 84,853
Other Data:
Adjusted EBITDA(S) .. ... ............. $ 477,172 % 357,601 % 226298 $§ 94,840 § 47,365
Capital expenditures. . ................. 277073 120,211 87,988 19,045 3,164
Cash paid for Giant acquisition, net of cash

acquired. . ... ... ... 1,056,955 - — — —
Purchase of refinery assets and inventories . . — — — — 101,566
Balance Sheet Data (end of period):
Cash and cash equivalents . ............. $ 289565 $ 263,165 $ 180,831 $ 44955 $ 63,700
Working capital ... ...... ... ... .. ..... 621,362 276,609 182,675 $8,720 115,828
Total assets .. .....cvcvivnrinurnenn.. 3,559,716 008,523 643,638 359,837 305,249
Totaldebt . .......... ..., 1,583,500 — 149,500 55,000 107,746
Partners’ capital . . . ... ............... — — 177,944 107,592 68,692
Stockholders’ equity. . ................. 756,485 521,601 (31} — —

(1) OnMay 31, 2007, we completed the acquisition of Giant. The information presented herein includes the operations of

Giant and its subsidiaries for the seven months after the acquisition. See Note 3, “Acquisition of Giant Industries, Inc.”
in the Notes to Consolidated Financial Statements, elsewhere in this annual report.

{2) On August 29, 2003, we acquired certain refinery assets from Chevron, The information presented herein for the first

3
4)

&)

eight months (less two days) of 2003 does not include operations from these acquired assets.
Other income for 2003 primarily consists of a reparations payment from a pipeline company as ordered by FERC,

Prior to our initial public offering in January 2006, we were not subject to federal or state income taxes due to our
partnership structure. As a result, prior to this time, our net cash provided by operating activities did not reflect any
reduction for income tax payments, while net cash used by financing activities reflected distributions to our partners
to pay income taxes. Since our initial public offering, we have incurred income taxes that will reduce net income and
cash flows from operations, and we have ceased to make any such income tax-related distributions to our equity
holders. See Note 13, “Income Taxes” in the Notes to Consolidated Financial Statements, included elsewhere in this
annual report.

Adjusted EBITDA represents earnings before interest expense, income tax expense, amortization of loan fees, write-
off of unamortized loan fees, loss on early extinguishment of debt, depreciation, amortization and maintenance
turnaround expense. Adjusted EBITDA is not, however, a recognized measurement under generally accepted
accounting principles, or GAAP. Our management believes that the presentation of Adjusted EBITDA is useful
to investors because it is frequently used by securities analysts, investors and other interested parties in the evaluation
of companies in our industry. In addition, our management believes that Adjusted EBITDA is useful in evaluating our
operating performance compared to that of other companies in our indusiry because the calculation of Adjusted
EBITDA generally c¢liminates the effects of financings, income taxes and the accounting effects of significant
turnaround activities (which many of our competitors capitalize and thereby exclude from their measures of
EBITDA) and acquisitions, items that may vary for different companies for reasons unrelated to overall operating
performance.
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Adjusted EBITDA has limitations as an analytical tool, and you should not consider it in isolation, or as a substitute
for analysis of our results as reported under GAAP. Some of these limitations are:

+ Adjusted EBITDA does not reflect our cash expenditures or future requirements for significant turnaround
activities, capital expenditures or contractual commitments;

» Adjusted EBITDA does not reflect the interest expense or the cash requirements necessary to service interest or
principal payments on our debt;

¢ Adjusted EBITDA does not reflect changes in, or cash requirements for, our working capital needs; and

« QOur calculation of Adjusted EBITDA may differ from the Adjusted EBITDA calculations of other companies in
our industry, limiting its usefulness as a comparative measure.

Because of these limitations, Adjusted EBITDA should not be considered a measure of discretionary cash available
to us to invest in the growth of our business. We compensate for these limitations by relying primarily on our GAAP
results and using Adjusted EBITDA only supplementally. The following table reconciles net income to Adjusted EBITDA
for the periods presented:

Year Ended December 31,

2007 2006 2005 2004 2003
(In thousands)

Netincome. .. ..... ..t innenan $238,611  $204,780 $201,067 $67,458 341,108
Interest expense. . . ... ...t e 53,843 2,167 6,578 5,627 3,645
Income tax expense (benefit) , . ................. 101,892 112,373 (18) — —
Amortization of loanfees .. ................... 1,912 500 2,113 2,939 914
Write-off of unamortized loan fees. . ............. —_ 1,961 3,287 — —
Loss on early extinguishment of debt. . . ... ....... 714 — — — —
Depreciation and amortization . .. ............... 64,193 13,624 6,272 4,521 1,698
Maintenance turnaround expense .. .. ............ 15,947 22,196 6,999 14,295 —

Adjusted EBITDA . ....... ... ... . ... .. ...... $477,172  $357,601  $226,298  $94,840  $47.365
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

You should read the following discussion together with the financial statements and the notes thereto included
elsewhere in this report. This discussion contains forward-looking statements that are based on management’s current
expectations, estimates and projections about our business and operations. The cautionary statements made in this report
should be read as applying to all related forward-looking statements wherever they appear in this report. Qur actual
results may differ materially from those currently anticipated and expressed in such SJorward-looking statements as a
result of a number of factors, including those we discuss under Part I, Item JA. “Risk Factors” and elsewhere in this
report. You should read such “Risk Factors” and “Forward-Looking Statements.” In this Item 7, all references to
“Western Refining,” “the Company,” “Western,” “we,” “us,” and “our” refer to Western Refining, Inc., or WNR, and the
entities that became its subsidiaries upon closing of our initial public offering (including Western Refining Company, L.F.
or Western Refining LP), and Giant Industries, Inc. and its subsidiaries, which became wholly-owned subsidiaries on
May 31, 2007, unless the context otherwise requires or where otherwise indicated.

Company Overview

We are an independent crude oil refiner and marketer of refined products and also operate service stations and
convenience stores. We own and operate four refineries with a total crude oil throughput capacity of approximately
234,000 barrels per day, or bpd. In addition to our 124,000 bpd refinery in El Paso, Texas, as a result of the Giant
acquisition, we now also own and operate a 70,000 bpd refinery on the East Coast of the United States near Yorktown,
Virginia and two refineries in the Four Corners region of Northern New Mexico with a combined throughput capacity of
40,000 bpd. Our primary operating areas encompass West Texas, Arizona, New Mexico, Utah, Colorado, and the Mid-
Atlantic region. In addition to the refineries, we also own and operate stand-alone refined products terminals in Flagstaff,
Arizona and Albuquerque, as well as asphalt terminals in Phoenix, Tucson, Albuquerque and El Paso. As of December 31,
2007, we also own and operate 154 retail service stations and convenience stores in Arizona, Colorado and New Mexico, a
fleet of crude oil and finished product truck transports, and a wholesale petroleum products distributor — Western
Refining Wholesale, Inc., which operates in Arizona, California, Colorado, Nevada, New Mexico, Texas, and Utah.

Following the acquisition of Giant, on May 31, 2007, we began reporting our operating results in three business
segments: the refining group, the wholesale group and the retail group. Our refining group operates the four refineries and
related refined products terminals and asphalt terminals. At the refineries, we refine crude oil and other feedstocks into
finished products such as gasoline, diesel fuel, jet fuel, and asphalt. Our refineries market finished products to a diverse
customer base including wholesale distributors and retail chains. Qur retail group operates service stations and
convenience stores and sells gasoline, diesel fuel, and merchandise. Our wholesale group distributes gasoline, diesel
fuel, and lubricant products. See Note 4, “Segment Information™ in the Notes to Consolidated Financial Statements
included in this Annual Report for detailed information on our operating results by segment.

Prior to the acquisition of Giant, we generated substantially all of our revenues from our refining operations in
El Paso. By expanding our refining operations from one to four facilities, we diversified our operations. In addition, we
increased our sour and heavy crude oil processing capacity as a percent of our total capacity from 12% to almost 25%.
Sour and heavy crude oil is generally less expensive to acquire. We expect our combined sour and heavy crude oil
processing capability to reach approximately 45% by the end of 2009, following the completion of our previously
announced acid and sulfur gas facilities and our gasoline desulfurization projects at our El Paso refinery. The Yorktown
refinery also has the flexibility for future growth initiatives given its ability to process cost-advantaged feedstocks. With
the acquisition, we also gained a diverse mix of complementary retail and wholesale businesses.

In 2005, Giant purchased an inactive pipeline running from Southeast New Mexico to Northwest New Mexico. The
pipeline has been reversed and upgraded to transport crude oil from Southeast New Mexico to the Four Comers region.
Crude oil began pumping into this pipeline in July 2007 and reached the Four Corners refineries in August 2007. This
incremental supply of crude oil in the Four Corners region provides enough feedstock for our two Four Corners refineries
to run at increased capacity rates. See Item 1A. “Risk Factors — We may not be able to run our Four Corners refineries at
increased rates.”
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Acquisition of Giant Industries, Inc.

On May 31, 2007, we completed the acquisition of Giant. Under the terms of the purchase agreement, we acquired
100% of Giant’s 14,639,312 outstanding shares for $77.00 per share in cash. The transaction was funded through a
combination of cash on hand, proceeds from an escrow deposit, and a $1,125.0 million secured term loan. In connection
with the acquisition, we borrowed an additional $275.0 million on July 5, 2007, when we paid off and retired Giant’s 8%
and 11% Senior Subordinated Notes.

The acquisition of Giant is being accounted for under the purchase method as required by SFAS, No. 141, Business
Combinations, or SFAS No. 141, with Western as the accounting acquirer. See Note 3, “Acquisition of Giant Industries,
Inc.” in the Notes to Consolidated Financial Statements included in this annual report for a summary of the $1.1 billion
purchase price,

As required by the purchase method of accounting rules, the purchase price paid was determined on November 12,
2006, when we entered into an amendment to the August 26, 2006 merger agreement. The purchase price of the
transaction has been allocated to the assets acquired and liabilities assumed based upon their fair values on the closing
date of May 31, 2007. The estimated fair values were based on an independent appraisal as well as management’s
evaluations of those assets and liabilities.

Following the closing of the transaction, Paul Foster remains our President and Chief Executive Officer, and Fred
Holliger, Giant’s former Chairman and Chief Executive Officer, serves as a special advisor to our Board of Directors. The
combined company is headquartered in El Paso and maintains administrative offices in Scottsdale, Arizona.

Initial Public Offering

On January 24, 2006, we completed an initial public offering of 18,750,000 shares of our common stock. The initial
public offering price was $17.00 per share. In connection with the initial public offering, we became the indirect owner of
Western Refining LP and all of its refinery assets, This was accomplished by Western Refining, Inc. issuing
47,692,900 shares of its common stock to certain entities controlled by its then majority stockholder in exchange for
the membership and partner interests in the entities that owned Western Refining LP. Immediately foltowing the
completion of the offering, there were 66,443,000 shares of common stock outstanding, excluding any restricted shares
tssued.

The net proceeds to us from the sale of our common stock were approximately $295.5 million, after deducting
underwriting discounts and commissions and other costs related to the initial public offering. The net proceeds from this
offering were used to repay Western Refining LP’s $149.5 million of outstanding term loan debt and to replenish cash that
was used to fund a $147.7 million distribution to the partners of Western Refining LP immediately prior to the completion
of the offering. In connection with the repayment of the outstanding term loan debt, we recorded a write-off of
unamortized loan fees of $2.0 million in the first quarter of 2006.

Major Influences on Results of Operations

Refining. Our earnings and cash flows from our refining operations are primarily affected by the difference
between refined product prices and the prices for crude oil and other feedstocks, all of which are commodities. The cost to
acquire feedstocks and the price of the refined products that we ultimately sell depend on numerous factors beyond our
control. These factors include the supply of, and demand for, crude oil, gasoline and other refined products, which in turn
depend on changes in domestic and foreign economies, weather conditions, domestic and foreign political affairs,
production levels, the availability of imports, the marketing of competitive fuels and government regulation. While our
net sales fluctuate significantly with movements in crude oil and refined product prices, it is primarily the spread between
crude cil and refined product prices that affects our earnings and cash flow from our operations. In particular, our refining
margins were substantially lower in the fourth quarter of 2007 as compared to the first three quarters of the year due to
substantial increases in feedstock costs and lower increases in gasoline prices. In addition, refining margins were
negatively impacted by the delay in the capacity expansion and restart of the Kinder Morgan East Line. Due to the delay,
finished products that would have normally been shipped on that pipeline to Tucson and Pheenix were stranded in El Paso
leading to an oversupply in the El Paso market during the fourth quarter of 2007. Margins were also impacted during the
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quarter due to minor outages that occurred at our refineries that resulted in lower crude oil throughput and reduced high-
value product production.

In addition, other factors which impact our overall refinery gross margins are the sale of lower value products such as
residuum, petroleum coke and propane. In addition, our refinery gross margin is further reduced because our refinery
product yield is less than our total refinery throughput volume.

Qur results of operations are also significantly affected by our refineries” operating costs and expenses (other than
crude oil purchases), especially the cost of feedstocks and blendstocks, natural gas used for fuel and the cost of electricity.
Natural gas prices have historically been volatile. Typically, electricity prices fluctuate with natural gas prices.

Demand for gasoline is generally higher during the summer months than during the winter months. In addition,
oxygenate is added to the gasoline in the areas we do business during the winter months, thereby increasing the supply of
gasoline. This combination of decreased demand and increased supply during the winter months can lower gasoline
prices. As a result, our operating results for the first and fourth calendar quarters are generally lower than those for the
second and third calendar quarters of each year. The effects of seasonal demand for gasoline are partially offset by
seasonality in demand for diesel fuel, which in the Southwest region of the United States is generally higher in winter
months as east-west trucking traffic moves south to avoid winter conditions on northern routes, and heating oil in the
Northeast.

Safety, reliability, and the environmental performance of our refineries’ operations are critical to our financial
performance. Unplanned downtime of our refineries generally results in lost refinery gross margin opportunity, increased
maintenance costs, and a temporary increase in working capital investment and inventory. We attempt to mitigate the
financial impact of planned downtime, such as a turnaround or a major maintenance project, through a planning process
that considers product availability, margin environment, and the availability of resources to perform the required
maintenance,

During the third quarter of 2007, we performed a scheduled maintenance turnaround on the reformer unit at the
Yorktown refinery at a cost of $13.2 million, most of which was expensed in the same quarter. Also during the third quarter
of 2007, we performed regenerations to the reformer units and other unusual maintenance at the Gallup and Bloomfield
refineries at a cost of $5.2 million, which was expensed during the same quarter. We performed a planned maintenance
turnaround at the El Paso refinery during the first quarter of 2006 at a cost of $22.2 million, which was expensed during
that same quarter. We will have a maintenance turnaround during the fourth quarter of 2008 for the North side of the
El Paso refinery.

The nature of our business requires us to maintain substantial quantities of crude oil and refined product inventories.
Because crude oil and refined products are commodities, we have no control over the changing market value of these
inventories. Our inventory of crude oil and refined products is valued at the lower of cost or market value under the last-in,
first-out, or LIFO, inventory valuation methodology. For periods in which the market price declines below our LIFO cost
basis, we could be subject to significant fluctuations in the recorded value of our inventory and related cost of products
sold. In connection with the acquisition of Giant, we valued the acquired inventories at current fair value. A significant
decline in market prices may require us to adjust the carrying values of those inventories to the lower of cost or market.

Retail. Our earnings and cash flows from our retail business segment are primarily affected by the sales volumes
and margins of gasoline and diesel fuel sold, and by the sales and margins of merchandise sold at our service stations and
convenience stores. Margins for gasoline and diesel fuel sales are equal to the sales price less the delivered cost of the fuel
and motor fuel taxes, and are measured on a cents per gallon, or cpg, basis. Fuel margins are impacted by local supply,
demand, and competition, Margins for retail merchandise sold are equal to retail merchandise sales less the delivered cost
of the merchandise, net of supplier discounts and inventory shrinkage, and are measured as a percentage of merchandise
sales. Merchandise sales are impacted by convenience or location, branding, and competition, Our retail sales are
seasonal. Our retail business segment operating results for the first and fourth calendar quarters are generally lower than
those for the second and third calendar quarters of each year.

Wholesale. Our earnings and cash flows from our wholesale business segment are primarily affected by the sales
volumes and margins of gasoline, diesel fuel and lubricants sold. Margins for gasoline, diesel fuel and lubricants sales are
equal to the sales price less cost of sales. Margins are impacted by local supply, demand, and competition.
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Factors Impacting Comparability of Our Financial Results

Our historical results of operations for the periods presented may not be comparable with prior periods or to our
results of operations in the future for the reasons discussed below.

Acquisition of Giant

On May 31, 2007, we completed the acquisition of Giant. Under the terms of the merger agreement, Western
acquired 100% of Giant’s 14,639,312 outstanding shares for $77.00 per share in cash. The transaction was funded through
a combination of cash on hand, proceeds from an escrow deposit, and a $1,125.0 million secured term loan. In addition, in
connection with the acquisition, we borrowed an additional $275.0 million on July 5, 2007, when we paid off and retired
Giant’s 8% and 11% Senior Subordinated Notes. Our statements of operations for the twelve months ended December 31,
2007, include interest expense of $53.1 million associated with this term loan.

Prior to the acquisition of Giant on May 31, 2007, we generated substantially all of our revenues from our refining
operations in El Paso. The financial information for the twelve months ended December 31, 2007, includes the results of
the three refineries and the retail and wholesale operations acquired from Giant beginning on June 1, 2007. The financial
information for the same pericd in prior years does not include the results of operations of the three refineries and the retail
and wholesale operations acquired from Giant,

Debt Repayment

At December 31, 2005, we had a balance of $149.5 million on a term loan facility. In January 2006, we paid off the
term loan with proceeds from our initial public offering. In connection with such repayment, we recorded an expense in
January 2006 of approximately $2.0 million related to the write-off of deferred financing costs. Our statements of
operations for the twelve months ended December 31, 2006 included $0.7 million in interest expense related to this term
loan facility.

Matters Arising from the Initial Public Offering

Prior to our initial public offering in January 2006, our operations were conducted by an operating partnership,
Western Refining LP. Immediately prior to the closing of our initial public offering, Western Refining LP became an
indirect, wholly-owned subsidiary of Western Refining as a result of a series of steps. As a result, we now report our results
of operations and financial condition as a corporation on a consolidated basis rather than as an operating partnership.

Prior to the initial public offering, we did not incur income taxes because our operations were conducted by an
operating partnership that was not subject to income taxes. Partnership capital distributions were made to our partners to
fund the tax obligations resulting from the partners being taxed on their proportionate share of the partnership’s taxable
income. As a consequence of our change in structure, we now recognize deferred tax assets and liabilities to reflect net tax
effects of temporary differences between the carrying amounts of assets and liabilities for financial and tax reporting
purposes. In connection with the change to a corporate holding company structure immediately prior to the closing of our
initial public offering, we recorded income tax expense of $21.3 million in the first quarter of 2006 for the cumulative
effect of recording our estimated net deferred tax liability. This initial net deferred tax liability was based upon the
assumption that a certain voluntary election would be made by Western Refining LP when it filed its 2005 income tax
returns. Western Refining LP filed its 2005 income tax returns in September 2006 and the voluntary election was changed
from the original assumption. Primarily due to this change, our initial net deferred tax liability was reduced to $8.3 million,
which was reflected as an adjustment to the provision for income taxes during the third quarter of 2006. The impact of
these adjustments decreased diluted earnings per share by $0.13 for the twelve months ended December 31, 2006.

In connection with our initial public offering, we assumed the obligations of one of the partners of Western Refining
LP under an equity appreciation rights plan. We terminated such plan in exchange for a cash payment of $28.0 million to
the participants in such plan immediately prior to the consummation of the offering. In addition, we granted such
participants 1,772,041 restricted shares of our common stock, which will vest ratably each quarter for two years, ending in
the first quarter of 2008. The fair market value of the restricted stock, determined at the date of grant, will be amortized
over the vesting period as stock-based compensation expense included in selling, general and administrative expenses,
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Planned Maintenance Turnaround

During the third quarter of 2007, we performed a scheduled maintenance turnaround on the reformer unit at the
Yorktown refinery at a cost of $13.2 mitlion, most of which was expensed in the same quarter. We performed a planned
maintenance turnaround on the South side of the El Paso refinery during the first quarter of 2006 at a cost of $22.2 million,
which was expensed during that same quarter. We also incurred costs of $2.7 million in anticipation of a maintenance
turnaround schednied for the fourth quarter of 2008 at the North side of the El Paso refinery, Most of our competitors,
however, capitalize and amortize maintenance turnarounds.

Critical Accounting Policies and Estimates

We prepare our financial statements in conformity with U.S. GAAP. In order to apply these principles, we must make
judgments, assumptions and estimates based on the best available information at the time. Actual results may differ based
on the accuracy of the information utilized and subsequent events, some of which we may have little or no control over.
Our critical accounting policies, which are discussed below, could materially affect the amounts recorded in our financial
statements.

Purchase Accounting. We accounted for the acquisition of Giant under the purchase method as required by
SFAS No. 141, with Western as the accounting acquirer. In accordance with the purchase method of accounting, the price
paid by us for Giant was allocated to the assets acquired and liabilities assumed based upon their estimated fair values at
the date of the acquisition. The excess of the purchase price over fair value of the net assets acquired represents goodwill
that has been allocated to the reporting units and subject to annual impairment testing. We have performed a purchase
price allocation for the acquisition of Giant on May 31, 2007. The fair values of the assets acquired and liabilities assumed
were based on an independent appraisal as well as management’s evaluations of those assets and liabilities. See Note 3,
“Acquisition of Giant Industries, Inc.” in the Notes to Censolidated Financial Statements included in this annual report for
a summary of the preliminary purchase price allocation.

Inventories. Crude oil, refined product and other feedstock and blendstock inventories are carried at the lower of
cost or market. Cost is determined principally under the LIFQ valuation method to reflect a better matching of costs and
revenues. Ending inventory costs in excess of market value are written down to net realizable market values and charged to
cost of products sold in the period recorded. In subsequent periods, a new lower of cost or market determination is made
based upon current circumstances. We determine market value inventory adjustments by evaluating crude oil, refined
products and other inventories on an aggregate basis by geographic region. The current cost of our crude oil, refined
product and other feedstock and blendstock inventories exceeded LIFO costs by $256.1 million at December 31, 2007.

Retail refined product (fuel) inventory values are determined using the first-in, first-out, or FIFO, inventory valuation
method. Retail merchandise inventory value is determined under the retail inventory method. Wholesale finished product,
lubricant and related inventories are determined using the FIFO inventory valuation method. Finished product inventories
originate from either our refineries or from third-party purchases.

Maintenance Turnaround Expense. The units at our refineries require regular major maintenance and repairs
commonly referred to as “turnarounds.” The required frequency of the maintenance varies by unit but generally is every
four years. We expense the cost of maintenance turnarounds when the expense is incurred. These costs are identified as a
separate line item in our statement of operations.

Long-Lived Assets. We calculate depreciation and amortization on a straight-line basis over the estimated useful
lives of the various classes of depreciable assets. When assets are placed in service, we make estimates of what we believe
are their reasonable useful lives. We account for impairment of assets in accordance with SFAS No. 144, Accounting for
the Impairment and Disposal of Long-Lived Assets, or SFAS No. 144. We review the carrying values of our long-lived
assets for possible impairment whenever events or changes in circumstances indicate that the carrying amount of such
assets may not be recoverable. Recoverability of assets held and used is measured by a comparison of the carrying value of
an asset to future net cash flows expected to be generated by the asset. If the carrying value of an asset exceeds its expected
future cash flows, an impairment loss is recognized based on the excess of the carrying value of the impaired asset over its
fair value. These future cash flows and fair values are estimates based on our judgment and assumptions. Assets to be
disposed of are reported at the lower of the carrying amount or fair value less costs of dispositions.
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Goodwill and Other Intangible Assets.  Goodwill represents the excess of the purchase price (cost) over the fair
value of the net assets acquired and is carried at cost less impairment write-offs. We test goodwill for impairment at the
reporting unit level annually. In addition, goodwill of a reporting unit is tested for impairment if any events and
circumstances arise during a quarter that indicate goodwill of a reporting unit might be impaired. We have elected July 1
as our annual goodwill impairment test for all of its reporting units. In accordance with SFAS No. 142, Goodwill and
Other Intangible Assets, or SFAS No. 142, we do not amortize goodwill for financial reporting purposes.

We apply SFAS No. 142 in determining the useful economic lives of intangible assets that are acquired. SFAS No, 142
requires that we amortize intangible assets, such as right-of-ways, licenses and permits over their economic useful lives,
unless the economic useful lives of the assets are indefinite. If an intangible asset’s economic useful life is determined to
be indefinite, then that asset is not amortized. We consider factors such as the asset’s history, our plans for that asset, and
the market for products associated with the asset when the intangible asset is acquired. We consider these same factors
when reviewing the economic useful lives of our existing intangible assets as well. We review the economic useful lives of
our intangible assets at least annually and account for impairment losses on intangible assets in accordance with
SFAS No. 144.

Environmenital and Other Loss Contingencies. We record liabilities for loss contingencies, including environ-
mental remediation costs, when such losses are probable and can be reasonably estimated. Environmental costs are
expensed if they relate to an existing condition caused by past operations with no future economic benefit. Estimates of
projected environmental costs are made based upon internal and third-party assessments of contamination, available
remediation technology. and environmental regulations. Loss contingency accruals, including those for environmental
remediation, are subject to revision as further information develops or circumstances change and such accruals can take
into account the legal liability of other parties.

As a result of purchase accounting related to the Giant acquisition, the majority of our environmental obligations
assumed in the acquisition of Giant are recorded on a discounted basis. Where the available information is sufficient to
estimate the amount of liability, that estimate is used. Where the information is only sufficient to establish a range of
probable liability and no point within the range is more likely than other, the lower end of the range is used. Possible
recoveries of some of these costs from other parties are not recognized in the consolidated financial statements until they
become probable. Legal costs associated with environmental remediation, as defined in Statement of Position 96-1,
Environmental Remediation Liabilities, are included as part of the estimated liability.

Asset Retirement Obligations. In conjunction with the Giant acquisition, we assumed asset retirement obligations,
or ARQs, related to the operations of Giant. We account for our AROs in accordance with SFAS No. 143, Accounting for
Asser Retirement Obligations, or SFAS No. 143, and FASB Interpretation No. 47, Accounting for Conditional Asset
Retirement Obligations — an interpretation of FASB Statement No. 143, or FIN 47. The estimated fair value of the ARO is
based on the estimated current cost escalated to an inflation rate and discounted at a credit adjusted risk-free rate. This
liability is capitalized as part of the cost of the related asset and amortized using the straight-line method. The liability
accretes until we settle the liability. Legally restricted assets have been set aside for purposes of settling certain of the ARO
liabilities.

Financial Instruments and Fair Value. 'We are exposed to various market risks, including changes in commodity
prices. We use commadity futures and swap contracts to reduce price volatility, to fix margins for refined products, and to
protect against price declines associated with our crude oil inventories. All derivatives entered into by us are recognized as
either assets or liabilities on the balance sheet and those instruments are measured at fair value. We elected not to pursue
hedge accounting treatment for these instruments for financial accounting purposes. Therefore, changes in the fair value
of these derivative instruments are included in income in the period of change. Net gains or losses associated with these
transactions are recognized in gain {loss) from derivative activities using mark-to-market accounting.

Pension and Other Postretirement Obligations.  Pension and other postretirement plan expenses and liabilities are
determined based on actuarial valuations. Inherent in these valuations are key assumptions including discount rates, future
compensation increases, expected return on plan assets, health care cost trends and demographic data. Changes in our
actuarial assumptions are primarily influenced by factors outside of our control and can have a significant effect on our
pension and other postretirement liabilities and costs.
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In December 2006, we adopted SFAS No. 158, Employer's Accounting for Defined Benefir Pension and Other
Postretirement Plans — an amendment to FASB Statements No. 87, 88, 106 and 132R, or SFAS No. 158, which requires
companies to fully recognize the obligations associated with single-employer defined benefit pension, retiree healthcare,
and other postretirement plans in their financial statements. Previous standards required an employer to disclose the
complete funded status of its ptan only in the notes to the financial statements. Under SFAS No. 158, a defined benefit
postretirement plan sponsor must {a) recognize in its statement of financial position an asset for a plan’s overfunded starus
or liability for the plan’s underfunded status, (b) measure the plan’s assets and obligations that determine its funded status
as of the end of the employer's fiscal year (with limited exceptions), and (c) recognize, as a component of other
comprehensive income, the changes in the funded status of the plan that arise during the year but are not recognized as
components of net periodic benefit cost.

Stock-based Compensation. Concurrent with our initial public otfering of common stock on January 24, 2006, we
adopted SFAS No. 123 (revised), Share-Based Payment, or SFAS No. 123R, to account for stock awards granted under the
Western Refining Long-Term Incentive Plan. Under SFAS No. 123R, the cost of the employee services received in
exchange for an award of equity instruments is measured based on the grant-date fair value of the award (with some
limited exceptions). The fair value of each share of restricted stock awarded is measured based on the market price at
closing as of the measurement date and is amortized on a straight-line basis over the respective vesting periods.

Recent Accounting Pronouncements

In September 2006, the FASB published SFAS No. 157, Fair Value Measurements, or SFAS No. 157. SFAS No. 157
is intended to eliminate the diversity in practice that exists due to the different definitions of fair value and the limited
guidance for applying those definitions in GAAP that are dispersed among the many accounting pronouncements that
require fair value measurements. SFAS No. 157 retains the exchange price notion in earlier definitions of fair value, but
clarifies that the exchange price is the price in an orderly transaction between market participants to sell an asset or
liability in the principal or most advantageous market for the asset or liability. Fair value is defined as the price that would
be received to sell an asset or paid to transfer a liability in an orderly transaction between market participants at the
measurement date (an exit price), as opposed to the price that would be paid to acquire the asset or received to assume the
liability at the measurement date (an entry price). SFAS No. 157 expands disclosures about the use of fair value to measure
assets and liabilities in interim and annual periods subsequent to initial recognition. The guidance in this Statement
applies for derivatives and other financial instruments measured at fair value under SFAS No. 133, Accounting for
Derivative Instruments and Hedging Activities, or SFAS No. 133, at initial recognition and in all subsequent periods.
SFAS No. 157 is effective for financial statements issued for fiscal years beginning after November 13, 2007, and interim
periods within those fiscal years, although earlier application is encouraged. We do not believe SFAS No. 157 will have a
significant impact on our financial position or results of cperation in 2008,

In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and Financial
Liabilities — Including an amendment to FASB Statement No. 115, or SFAS No. 159. This statement permits entities to
choose to measure many financial instruments and certain other items at fair value that are not currently required to be
measured at fair value. It requires that unrealized gains and losses on items for which the fair value option has been elected
be recorded in net income. The Statement also establishes presentation and disclosure requirements designed to facilitate
comparisons between entities that choose different measurement atiributes for similar types of assets and liabilities.
SFAS No. 159 will be effective for us on January 1, 2008, and retrospective application is not permitted. Should we elect
to apply the fair value option to any eligible items that exist at January 1, 2008, the effect of the first remeasurement to fair
value would be reported as a cumulative effect adjustment to the opening balance of retained earnings. We currently are
evaluating the potential impact of this Statement on our financial position or results of operations,

In December 2007, the FASB issued SFAS No. 141 (revised 2007), Business Combinations, or SFAS No. 141R,
which replaces FASB Statement No. 141. SFAS No. 141R establishes principles and requirements for how an acquirer
recognizes and measures in its financial statements the identifiable assets acquired, the liabilities assumed, any non-
controlling interest in the acquiree and recognizes and measures the goodwill acquired or a gain from a bargain purchase.
SFAS No. 141R also establishes disclosure requirements that will enable users to evaluate the nature and financial effects
of the business combination. SFAS 141R is effective for business combinations which the acquisition date is on or after
the beginning of the first annual reporting period that begins on or after December 15, 2008. We are currently evaluating
the potential impact, if any, of SFAS No. 141R on our financial condition or results of operations.
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Results of Operations

The following tables summarize the financial data and key operating statistics by operating segment for us for 2007,
2006 and 2005. The financial information for 2007 includes the results of the three refineries and the wholesale and retail
operations acquired from Giant beginning June 1, 2007. Prior to the acquisition of Giant on May 31, 2007, Western
operated as one business segment. The financial information for 2006 and 2005 does not include the results of operations
of the three refinertes and wholesale and retail operations acquired from Giant. Comparable information for these periods
is not presented. The following data should be read in conjunction with our consolidated financial statements and the notes
thereto, in particular Note 3, “Acquisition of Giant Industries, Inc.,” included elsewhere in this annual report.

Consolidated
2007
Legacy Intercompany
El Paso Giant(1) Transactions Total 2006 2005
({In thousands)
Netsales ................ $4,820,833  $3,130,175  $(645976) $7,305,032 $4,199,383  $3,406,632

Operating costs and expenses:

Cost of products sold
(exclusive of depreciation
and amortization) ... ... 4,160,831 2,860,845 (645,976) 6,375,700 3,653,008 3,001,610

Direct operating expenses
(exclusive of depreciation

and amortization) . ..... 187,615 195,075 — 382,650 171,729 129,627
Selling, general and
administrative expenses. . 47,752 20,598 — 71,350 37,043 45,128
Maintenance turnaround
EXPENse .. ........... 2,734 13,213 — 15,947 22,196 6,999
Depreciation and
amortization . ......... 20,126 44,067 — 64,193 13,624 6,272
Total operating costs and
eXpenses . . .. ... ..., 4,419,058 3,142,798 (645,976) 6,915,880 3,897,600 3,189,636
Operating income (loss) .. ... $ 401,775 % (12,623) § — % 389,152 § 301,783 § 216,996

(1) The information presented herein includes the operations of Giant and its subsidiaries for the seven months after the
acquisition. See Note 3, “Acquisition of Giant Industries, Inc.” in the Notes to Consolidated Financial Statements,
elsewhere in this annual report.

Fiscal Year Ended December 31, 2007, Compared to Fiscal Year Ended December 31, 2006

Net Sales. Net sales primarily consist of gross sales of refined products, lubricants and merchandise, net of
customer rebates or discount and excise taxes. Net sales for the twelve months ended December 31, 2007, were
$7,305.0 million, compared to $4,199.4 million for the twelve months ended December 31, 2006, an increase of
$3,105.6 million, or 74.0%. This increase primarily resulted from the impact of the Giant acquisition ($3,130.2 million)
and higher sales prices for refined products and higher sales volume at the El Paso refinery. Operating revenues for the
twelve months ended December 31, 2007, also were impacted by intercompany transactions of $646.0 million that have
been eliminated from net sales in consolidation., There were no similar transactions for the twelve months ended
December 31, 2006.

Cost of Products Sold (exclusive of depreciation and amortization). Cost of products sold primarily include cost of
crude oil, other feedstocks and blendstocks, purchased refined products, lubricants and merchandise for resale, trans-
portation and distribution costs. Cost of products sold was $6,375.7 million for the twelve months ended December 31,
2007, compared to $3,653.0 million for the twelve months ended December 31, 2006, an increase of $2,722.7 million, or
74.5%. This increase primarily was the result of the impact of the Giant acquisition ($2,860.8 million) and increased
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refinery throughput at the El Paso refinery. For the twelve months ended December 31, 2007, intercompany transactions
of $646.0 million have been eliminated from cost of products sold in consolidation. There were no similar transactions for
the twelve months ended December 31, 2006.

Direct Operating Expenses (exclusive of depreciation and amortization). Direct operating expenses include direct
costs of labor, maintenance materials and services, transportation expense, chemicals and catalysts, natural gas, utilities,
instrance expense, property taxes and other direct operating expenses, Direct operating expenses were $382.7 million for
the twelve months ended December 31, 2007, compared to $171.7 million for the twelve months ended December 31,
2006, an increase of $211.0 million, or 122.9%. This increase primarily resulted from the Giant acquisition ($195.1 mil-
lion), increases at the El Paso refinery related to personnel costs {34.8 million), energy costs ($3.3 million), general
maintenance costs ($3.0 million), and property taxes ($2.9 million).

Selling, General, and Administrative Expenses.  Sefling, general, and administrative expenses consist primarily of
corporate overhead, marketing expenses, public company costs, and stock-based compensation. Selling, general, and
administrative expenses were $77.4 million for the twelve months ended December 31, 2007, compared to $37.1 million
for the twelve months ended December 31, 2006, an increase of $40.3 million, or 108.6%. This increase primarily resulted
from the Giant acquisition ($29.6 million), increased professional and legal fees ($5.2 million) and increased personnel
costs at the El Paso refinery ($2.5 million).

Maintenance Turnaround Expense. Maintenance turnaround expense includes major maintenance and repairs
generally performed every four years, depending on the processing units involved. During the year ended December 31,
2007, we performed a maintenance turnaround at the Yorktown refinery at a cost of $13.2 million and incurred costs of
$2.7 million in anticipation of a turnaround scheduled for the fourth quarter of 2008 at the North side of the El Paso
refinery. During 2006, we performed a major maintenance turnaround on the South side of the El Paso Refinery at a cost of
$22.2 million

Depreciation and Amortization. Depreciation and amortization for the twelve months ended December 31, 2007,
was $64.2 million, compared to $13.6 million for the twelve months ended December 31, 2006. The increase primarily
was due to the Giant acquisition ($44.1 million) and the completion of various capital projects during 2006 and 2007 at the
El Paso réfinery, including our sulfur gas facilities and the flare gas recovery system.

Operating Income. Operating income was $389.2 million for the twelve months ended December 31, 2007,
compared to $301.8 million for the twelve months ended December 31, 2006, an increase of $87.4 million. This increase
primarily is attributable to increased refinery gross margins from the El Paso refinery.

Interest Income. Interest income for the twelve months ended December 31, 2007 and 2006, was $18.9 million and
$10.8 million, respectively. The increase primarily is attributable to increased balances of cash for investment and an
increase in average interest rates.

Interest Expense. Interest expense for the twelve months ended December 31, 2007 and 2006, was $53.8 million
(net of capitalized interest of $5.8 million) and $2.2 million, respectively. The increase primarily was due to an increase in
outstanding debt as a result of the Giant acquisition. In May 2007, we entered into a Term Loan Agreement to fund the
acquisition. As of December 31, 2007, we had $1,293.5 million of outstanding debt under this Term Loan.

Gain (Loss) from Derivative Activities. The net loss from derivative activities was $9.9 million for the twelve
months ended December 31, 2007, compared to an $8.6 million net gain for the twelve months ended December 31, 2006.
The difference between the two periods primarily was attributable to fluctuations in market prices related to the derivative
transactions that were either settled or marked to market during each respective period.

Provision for Income Taxes. We recorded a provision for income taxes of $101.9 million for the year ended
December 31, 2007, using an estimated effective tax rate of 29.9%, as compared to the Federal statutory rate of 35%. The
effective tax rate was lower primarily due to the federal income tax credit available to small business refiners related to the
production of ultra tow sulfur diesel fuel and the manufacturing activities deduction.

Qur income tax provision for the year ended December 31, 2006 was $112.4 million using an estimated effective tax
rate of 35.4%, including a one-time charge of $8.3 million recognized upon the change to a corporate holding company
structure and the resulting change to a taxable entity. The one-time charge increased our effective tax rate by 2.6% for
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2006. The impact of this adjustment decreased diluted earnings per share by $0.13 for the twelve months ended
December 31, 2006.

Net Income. We reported net income of $238.6 million for the twelve months ended December 31, 2007,
representing $3.53 net income per share on weighted average dilutive shares outstanding of 67.6 million. For the twelve
months ended December 31, 2006, we reported net income of $204.8 millicn representing $3.11 net income per share on
weighted average dilutive shares outstanding of 65.8 millicn.

Fiscal Year Ended December 31, 2006, Compared to Fiscal Year Ended December 31, 2005

Prior to the Giant acquisition, substantially all of our results of operations were derived from our refining operations
in El Paso.

Net Sales. Net sales consist primarily of gross sales of refined petroleum products, net of customer rebates or
discount and excise taxes. Net sales for 2006 were $4,199.4 million, compared to $3,406.7 million for 2003, an increase of
$792.7 million, or 23.3%. This increase primarily resulted from significantly higher refined product prices and, 10 a lesser
extent, an increase in our sales volume. Qur average sales price per barrel for 2006 increased by 17.8% to $80.86 from
$68.62 for 2005, due to increased market prices. Our sales volume increased by 2.3 million barrels, or 4.6%, to
51.9 million barrels in 2006 from 49.6 million barrels in 2005. The increase in sales volume was due to increased refinery
production resulting from the expansion of our crude oil refining capacity during 2006. Net sales for the year ended
December 31, 2006 include the effects of the application of Emerging Issues Task Force, or EITF, [ssue No. (04-13, which
reduced our net sales by $144.1 million during the period between April 1 and December 31, 2007.

Cost of Products Sold (exclusive of depreciation and amortization).  Cost of products sold includes cost of crude oil,
other feedstocks and blendstocks, purchased products for resale, transportation and distribution costs. Cost of products
sold was $3,653.0 million for 2006, compared to $3,001.6 million for 2003, an increase of $651.4 million, or 21.7%. This
increase was primarily a result of higher crude oil prices and, to a lesser extent, increased production volumes. Our
average cost per barrel of crude oil for 2006 was $65.19, compared to $55.10 for 2005, an increase of 18.3%. Our sales
volume increased 4.6% for 2006, compared to 2005. Total refinery throughput for 2006 was 46.4 million barrels
compared to 42.5 million barrels for 2003, an increase of 9.1%. Refinery gross margin per barrel increased from $9.52 in
2005 to $11.78 in 2006, reflecting improved industry crack spreads and, to a lesser extent, improved asphalt margins.
Gross profit per barrel, based on the closest comparable GAAP measure to refinery gross margin, was $11.49 and $9.37
for 2006 and 2005, respectively. Cost of products sold for the year ended Decernber 31, 2006 include the effects of the
application of EITF Issue No. 04-13, which reduced our cost of products sold by $144.1 million during the period between
April | and December 31, 2007.

Direct Operating Expenses (exclusive of depreciation and amortization). Direct operating expenses include costs
associated with the actual operations of our refinery, such as energy and utility costs, catalyst and chemical costs, routine
maintenance, labor, insurance, property taxes and environmental compliance costs. Direct operating expenses were
$171.7 million for 2006, compared to $129.6 million for 2003, an increase of $42.1 million, or 32.5%. This increase
primarily resulted from higher energy costs ($12.4 million), increased personnel costs ($8.9 million), higher routine
maintenance costs ($8.2 million), increased property tax accruals ($4.4 million), higher catalyst and chemical costs
($2.7 million), increased outside support services ($1.9 million) and increased environmental compliance costs ($1.6 mil-
lion). These increases reflect the impact of additional operating costs associated with the asphalt plant and terminals
acquired in May 2006, costs related 1o our increased refinery throughput, and costs associated with operating our new ultra
low sulfur diesel unit that came on line in 2006. Direct operating expenses per barrel were $3.70 for 2006, compared to
$3.05 for 2005,

Selling, General and Administrative Expenses.  Selling, general and administrative expenses were $37.1 million for
2006, compared to $45.1 million for 2005, a decrease of $8.0 million, or 17.7%. The decrease primarily resulted from
decreased compensation related to equity appreciation rights granted to certain of our employees in 2005 ($24.0 million)
partially offset by increased stock-based compensation expense related to restricted stock grants in 2006 ($13.7 million)
and increased personnet costs ($1.2 million).

Maintenance Turnaround Expense. Maintenance turnaround expense was $22.2 million for the twelve months
ended December 31, 2006, compared 1o $7.0 mitlion in 2005, an increase of $15.2 million, or 217.1%. This increase
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primarily resulted from a planned major maintenance turnaround on the South side of our El Paso Refinery during the first
quarter of 2006, versus a partial turnaround performed during the first quarter of 2005.

Depreciation and Amortization. Depreciation and amortization for 2006 was $13.6 million, compared to $6.3 mil-
lion for 2005. The increase was due to the completion of various capital projects throughout 2006, including our ultra low
sulfur diesel project.

Operating Income. Operating income for 2006 was $301.8 million, compared to $217.0 million for 2005, an
increase of $84.8 million, or 39.1%. This increase primarily resulted from higher refinery gross margins, an increase in
sales volume of 4.6% and decreased deferred compensation expense ($24.0 million), somewhat offset by an increase in
the cost of maintenance turnarounds ($15.2 million), increased stock-based compensation expense ($14.2 million), higher
energy costs ($12.4 million), higher routine maintenance costs ($8.2 million) and higher other personnel costs
{$7.2 million).

Interest Expense. Interest expense for the twelve months ended December 31, 2006, was $2.2 million, compared to
$6.6 million for the same period in 2005. Our long-term debt was paid in full in January 2006 with a portion of the
proceeds from our initial public offering. As a result, interest expense in 2006 relates primarily to letter of credit fees
associated with our revolving line of credit.

Amortization of Loan Fees. Amortization of loan fees for 2006 was $0.5 million, compared to $2.1 million for
2005. The reduction was due to the write-off of unamortized loan fees relating to our new term loan paid off in January
2006.

Write-Off of Unamortized Loan Fees. In January 2006, we paid off our new term loan facility with proceeds from
our initial public offering. Accordingly, we recorded an expense of $2.0 million related to the write-off of previously
recorded deferred financing costs. In July 2005, we entered into the new term loan and revelving credit facility and
recorded an expense of $3.3 million related to the write-off of previously recorded deferred financing costs.

Gain (Loss) from Derivative Activities. The net gain from derivative activities was $8.6 mitlion for 2006, compared
to a net loss of $8.3 million for 2005. The difference between the two periods was primarily attributable to fluctuations in
market prices related to the derivative transactions that were either settled or marked to market during each respective
period.

Income Tax Expense. With our change from a partnership to a corporate holding company structure on January 24,
2006, we began to reflect a provision for income taxes. Also in connection with this change, we recorded a one-time
provision of $8.3 million during 2006 to reflect our estimated initial deferred tax iiability. No income taxes were reflected
prior to the change, as our taxes were the responsibility of the partners. We did, however, make distributions to our
partners to cover their tax obligations prior to this change. Those prior distributions were reflected in our financing
activities cash flow.

Net Income. We reported net income of $204.8 million for 2006, compared to net income of $201.1 million for
2005, representing $3.11 net income per share on weighted average dilutive shares outstanding of 65.8 million. Net
income for 2006 includes an $8.3 million provision to record the estimated initial deferred tax liability upon our change to
a corporate holding company structure. This one-time provision decreased diluted earnings per share by $0.13 for the
twelve months ended December 31, 2006. Net income for the twelve months ended December 31, 2005, did not include a
provision for income taxes for Western Refining LP because we were a partnership and those taxes were the responsibility
of the partners. Net income for the twelve months ended December 31, 2005 included a minor tax benefit of $18,000
related to the operations of Western Refining, Inc. for the period of September 16 (inception) to December 31, 2005.
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Refining Segment

Year Ended December 31,
2007(1) 2006 2005
{In thousands, except per barrel amounts)

Statement of Operations Data:
Netsales .. ... . . i e e $7,092,413  $4,199,383  $3,406,632
Operating costs and expenses:

Cost of products sold (exclusive of depreciation and

AMOMIZAION) . . vt vttt ottt et ettt e e e 6,246,654 3,653,008 3,001,610
Direct operating expenses (exclusive of depreciation and
AMOTZAON) . - . o ottt et inene e s ianenn o 338,396 171,729 129,627
Selling, general and administrative Expenses . . ........... 16,757 10,180 3,352
Maintenance turnaround eXpense . ... .... ... 15,947 22,196 6,999
Depreciation and amortization . .. .. ................... 56,537 13,624 6,272
Total operating costs and Expenses . ................. 6,674,201 3,870,737 3,147,860
Operating inCoOME . . . . ... ..ttt ent it $ 418,122 $ 328,646 § 258,772
Key Operating Statistics:
Total sales volume (bpd)(2). .. ...... ... ... ... ... ... ... 215,475 142,280 136,015
Total refinery production (bpd) . . .......... ... . ... ... .. 188,687 124,988 114,431
Total refinery throughput (bpd)(3). .. .. .. .. ... ... ... .. 190,338 127,070 116,510
Per barrel of throughput:
Refinery gross margin(4}. .. ......... cvvirninnnnn... $ 1217 % 1178 § 9.52
Grossprofit(d) . ........ ... i 11.36 11.49 9.37
Direct operating expenses(5) .. . ... .ot iit i 4.87 3.70 3.05

(1) Includes results of operations for three refineries, including transportation and other related revenues and expenses
not specific to a particular refinery for Giant beginning June 1, 2007.

(2) Includes sales of refined products sourced from our refinery production as well as refined products purchased from
third parties. Sales volume for the refineries acquired from Giant was calculated by dividing total volume for the
seven months we operated the refineries by 365 days.

(3) Total refinery throughput includes crude oil, other feedstocks, and blendstocks.

(4) Refinery gross margin is a per barrel measurement calculated by dividing the difference between net sales and cost of
products scld by our refineries’ total throughput volumes for the respective periods presented, We have experienced
gains or losses from derivative activities. These derivatives are used to minimize fluctuations in earnings but are not
taken into account in calculating refinery gross margin. Cost of products sold does not include any depreciation or
amortization. Refinery gross margin is a non-GAAP performance measure that we believe is important to investors in
evaluating our refinery performance as & general indication of the amount above our cost of products that we are able
to sell refined products. Each of the components used in this calculation (net sales and cost of products sold) can be
reconciled directly to our statement of operations. Our calculation of refinery gross margin may differ from similar
calculations of other companies in our industry, thereby limiting its usefulness as a comparative measure.
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The following table reconciles gross profit to refinery gross margin for the periods presented:

Year Ended December 31,

2007 2006 2005
' . (In thousands, except per barrel amounts)

Net Sale8 . ..ttt et e e e $7.092413  $4,199,383  $3,406,632
Cost of products sold (exclusive of depreciation and

Fi0ae0e) (i V2: 14 1)1 ) SR 6,246,654 3,653,008 3,001,610
Depreciation and amortization. . . . .......... ... ... ..... 56,537 13,624 6,272
Grossprofit . ... .. .. 789,222 532,751 398,750
Plus depreciation and amortization . ..................... 56,537 13,624 6,272
Refinery grossmargin. .. .. ... .. $ 845,759 § 346,375 § 405,022
Refinery gross margin per refinery throughput barrel .. ... . ... § 1217 § 1178 % 9.52
Gross profit per refinery throughput barrel. . ... ... .. .. ..., $ 1136 § 1149 % 9.37

(5) Refinery direct operating expense per throughput barrel is calculated by dividing direct operating expenses by total
throughput volumes for the respective periods presented. Direct operating expenses do not include any depreciation
or amortization.

The following table sets forth our summary refining throughput and production data for the periods presented below:

2007(6) 2006 2005
Refinery product yields (bpd)
Gasoline . . . . e e 99,271 67,709 66,412
Diesel and jet fuel . ... .. ... . ... . . .. i 73,445 48,565 39,746
Residuum . . . ... e e 5,821 5,394 4,877
Other . . e e e 10,150 3,320 3,396
Total. o o e e e e 188,687 124988 114,431
Refinery throughput (bpd)
Sweetcrude oil. . . .. ... e e e e e e s 137,752 100,996 96,008
Sourorheavycrude oil. ... ... .. Lo 33,227 12,187 9,505
Other feedstocks/blendstocks. ... ... ..o i 19,359 13,887 10,997
0 o7 [ 190,338 127070 116,510

(6) Total refinery production and throughput related to the refineries acquired from Giant was calculated by dividing total
volume for the seven months we operated the refineries by 365 days.
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El Paso

Key Operating Statistics: 2007 2006 2005
Refinery product yields (bpd)
Gasoline . . ... e e e 68,650 67,709 66,412
Diesel andjetfuel . . ... ... ... ... ... . .. . .. ... .. ... 53,641 48,565 39,746
Residuum . ... ... .. .. .. ... ... 5,821 5,394 4,877
Other. . ... e e e 3,768 3,320 3,396
Total refinery production (bpd). . ........ ... ... ...... 131,880 124 988 114,431
Refinery throughput (bpd)
Sweetcrude ol ........ ... ... .. 107,176 100,996 96,008
Sourcrude oil ... .. ... . e 12,521 12,187 9,505
Other feedstocks/blendstocks . . ........ ... ... ... . . ... .. 13,952 13,887 10,997
Total refinery throughput bpd). . . ..................... 133,649 127,070 116,510
Total sales volume (bpd) . .. ... ... ... i 147,765 142,280 136,015
Per barrel of throughput:
Refinery gross margin . . . ......... ... .. ... .. i, $ 1353 % 1178 $ 952
Direct operating eXpenses .. ........c.oveeeinneneeaann.. 3.85 3.70 3.05
Yorkiown June 1 Through

December 31, 2007(1)

Key Operating Statistics:
Refinery product yields (bpd)

Gasoline . ... ... i e e e 32,256
Diesel and jet fuel .. ... ... . ... . e 25,161
Other. . e e e e 9,699
Total refinery production (bpd} . . . .. ... .. e 67,116
Refinery throughput (bpd)
Sweetcrude 01l .. ... 24,470
Heavy crude oil . . . ... .. . e e 35,316
Other feedstocks/blendstocks . ...... ... .. ... . . . . . e, 5,952
Total refinery throughput (bpd). ... ... ... ... ... . . ... ... 65,738
Total sales volume (bpd) . ... ... ... . . . 71,541
Per barrel of throughput:
Refinery gross margin .. ...... . .. it e e $ 5359
Direct operating eXpenses. . . ..o oottt ittt e e 5.44
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June 1 Through
Four Corners December 31, 2007(1)

Key Operating Statistics:
Refinery product yields (bpd)

GasOline . . ot st e e e e e e e 19,972
Diesel and jet fuel . ... ... . 8,616
Residutm . ... e e e —
18 71 =) o O 1,185
Total refinery production (bpd) . . ... .. ... 29,773
Refinery throughput (bpd)
Sweetcrude oil . ... ... e e 27,680
Sourcrude 0il ... .. i e e e —
Other feedstocks/blendstocks .. ... ... . i 3,271
Total refinery throughput (bpd}. .. ... ... ... .. il 30,951
Total sales volume (bpd) . ... ... i e e 43,945
Per barrel of throughput:
Refinery gross Margin .. ... ...ttt e e $ 13.33
Direct Operating eXPenses. . . . . .o v ittt s i a e 8.09

Fiscal Year Ended December 31, 2007, Compared to Fiscal Year Ended December 31, 2006

Net Sales. Net sales consist primarily of gross sales of refined petroleum products, net of customer rebates,
discounts, and excise taxes. Net sales for the twelve months ended December 31, 2007, were $7,092.4 million, compared
to $4,199.4 million for the twelve months ended December 31, 2006, an increase of $2,893.0 million, or 68.9%. This
increase primarily resulted from the impact of the Giant acquisition ($2,271.6 million), higher sales volume at our El Paso
refinery, and higher prices for refined products. Our sales volume increased by 26.7 million barrels, or 51.4%, to
78.6 million barrels for 2007, compared to 51.9 million barrels for 2006. The increase in sales volume primarily was due
to the impact of the Giant acquisition (24.7 million barrels) and increased refinery production resulting from the
expansion of our crude oil refining capacity in El Paso in 2006. Our average sales price per barrel increased from $80.91
for 2006 to $90.23 for 2007.

Cost of Products Sold {(exclusive of depreciation and amortization).  Cost of products sold includes cost of crude oil,
other feedstocks and blendstocks, purchased products for resale, transportation costs, and distribution costs. Cost of
products sold was $6,246.7 million for the twelve months ended December 31, 2007, compared to $3,653.0 million for the
twelve months ended December 31, 2006, an increase of $2,593.7 million, or 71.0%. This increase primarily was a result
of increased refinery throughput at our El Paso refinery, higher feedstock prices, and the impact of the Giant acquisition
{$2,085.9 million). Total refinery throughput for 2007 increased by 23.1 million barrels to 69.5 million barrels compared
to 46.4 million barrels for 2006. Throughput from the three Giant refineries represented 29.8% of total throughput for
2007. Refinery gross margin per throughput barrel increased from $11.78 in 2006 to $12.17 in 2007, reflecting higher
refining margins in the first half of 2007. Our margins in the Southwest were negatively impacted by weaker margins in
Phoenix and Tucson and by lower value products sales, such as asphalt, due to the sales prices of such products not
increasing in relation to the price of crude oil in the third and fourth quarter of 2007. Gross profit per barrel, based on the
closest comparable GAAP measure to refinery gross margin, was $11.36 and $11.49 for the twelve months ended
December 31, 2007 and 2006, respectively. Our weighted average cost per barrel of crude oil for 2007 (reflecting seven
months of Giant operations) was $74.42, compared to $65.19 for 2006, an increase of 14.2%.

Direct Operating Expenses (exclusive of depreciation and amortization).  Direct operating expenses include costs
associated with the operations of our refineries, such as energy and utility costs, catalyst and chemical costs, routine
maintenance, labor, insurance, property taxes, and environmental compliance costs. Direct operating expenses were
$338.4 million for the twelve months ended December 31, 2007, compared to $171.7 million for the twelve months ended
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December 31, 2006, an increase of $166.7 million, or 97.1%. This increase primarily resulted from expenses associated
with the refineries acquired from Giant ($150.8 million} and increases at the El Paso refinery related to personnel costs
($4.8 million), energy costs ($3.3 million}, general maintenance costs {$3.0 million), and property taxes ($2.9 million).
Direct operating expenses per throughput barret were $4.87 for 2007, compared to $3.70 for 2006.

Selling, General, and Administrative Expenses.  Selling, general, and administrative expenses consist primarily of
overhead and marketing expenses. Selling, general, and administrative expenses were $16.8 million for the twelve months
ended December 31, 2007, compared to $10.2 million for the twelve months ended December 31, 2006, an increase of
$6.6 million, or 64,7%. This increase primarily resulted from the acquisition of the three refineries from Giant in 2007
($5.5 million), increased professional and legal fees ($5.2 million), and increased personnel costs at the El Paso refinery
($2.5 million).

Maintenance Turnaround Expense. Maintenance turnaround expense includes major maintenance and repairs
generally performed every four years, depending on the processing units involved. During the year ended December 31,
2007, we performed a maintenance turnaround at the Yorktown refinery at a cost of $13.2 million and incurred costs of
$2.7 million in anticipation of a turnaround scheduled for 2008 at the El Paso refinery. During 2006, we performed a major
maintenance turnaround on the South side of the El Paso refinery at a cost of $22.2 million.

Depreciation and Amortization.  Depreciation and amortization for the twelve months ended December 31, 2007,
was $56.5 million, compared to $13.6 millien for the twelve months ended December 31, 2006. The increase was due to
the acquisition of the three refineries from Giant ($36.4 million) and the completion of various capital projects during
2006 and 2007 at our El Paso refinery.

Operating Income. Operating income was $418.1 million for the twelve months ended December 31, 2007,
compared to $328.6 million for the twelve months ended December 31, 2006, an increase of $89.5 million. This increase
is attributable primarily to higher refinery gross margins at El Paso partially offset by the turnaround costs at our Yorktown
refinery.

Fiscal Year Ended December 31, 2006, Compared to Fiscal Year Ended December 31, 2005

Prior to the Giant acquisition, substantially all of our results of operations were derived from our refining operations
in El Paso.

Ner Sales. Net sales consist primarily of gross sales of refined petroleum products, net of customer rebates or
discount and excise taxes. Net sales for 2006 were $4,199.4 million, compared to $3,406.6 million for 2005, an increase of
$792.8 million, or 23.3%. This increase primarily resulted from significantly higher refined product prices and, to a lesser
extent, an increase in our sales volume. Our average sales price per barrel for 2006 increased by 17.8% to $80.86 from
$68.62 for 2005, due to increased market prices. Qur sales volume increased by 2.3 million barrels, or 4.6%, to
51.9 million barrels in 2006 from 49.6 million barrels in 2005. The increase in sales volume was due to increased refinery
production resulting from the expansion of our crude oil refining capacity during 2006. Net sales for the year ended
December 31, 2006 include the effects of the application of EITF Issue No. 04-13, which reduced our net sales by
$144.1 million during the period between April 1 and December 31, 2007,

Cost of Products Sold (exclusive of depreciation and amortization).  Cost of products sold includes cost of crude oil,
other feedstocks and blendstocks, purchased products for resale, transportation and distribution costs. Cost of products
sold was $3,653.0 million for 2006, compared to $3,001.6 million for 2003, an increase of $651.4 million, or 21.7%. This
increase was primarily a result of higher crude oil prices and, to a lesser extent, increased production volumes. Our
average cost per barrel of crude oil for 2006 was $65.19, compared to $55.10 for 2005, an increase of 18.3%. Our sales
volume increased 4.6% for 2006, compared to 2005. Total refinery throughput for 2006 was 46.4 million barrels
compared to 42.5 million barrels for 20053, an increase of 9.1%. Refinery gross margin per barrel increased from $9.52 in
2005 to $11.78 in 2006, reflecting improved industry crack spreads and, to a lesser extent, improved asphalt margins.
Gross profit per barrel, based on the closest comparable GAAP measure to refinery gross margin, was $11.48 and $9.37
for 2006 and 2005, respectively. Cost of products sold for the year ended December 31, 2006 include the effects of the
application of EITF Issue No. 04-13, which reduced our cost of products sold by $144.1 millien during the period between
April 1 and December 31, 2007,
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Direct Operating Expenses (exclusive of depreciation and amortization).  Direct operating expenses include costs
associated with the actual operations of our refinery, such as energy and utility costs, catalyst and chemical costs, routine
maintenance, labor, insurance, property taxes and environmental compliance costs. Direct operating expenses were
$171.7 million for 2006, compared to $129.6 million for 2005, an increase of $42.1 million, or 32.5%. This increase
primarily resulted from higher energy costs ($12.4 million), increased personnel costs ($8.9 million), higher routine
maintenance costs ($8.2 million), increased property tax accruals ($4.4 million), higher catalyst and chemical costs
($2.7 million), increased outside support services ($1.9 million) and increased environmental compliance costs ($1.6 mil-
lion). These increases reflect the impact of additional operating costs associated with the asphalt plant and terminals
acquired in May 2008, costs related to our increased refinery throughput, and costs associated with operating our new ultra
low sulfur diesel unit that came on line in 2006. Direct operating expenses per barrel were $3.75 for 2006, compared to
$3.09 for 2005.

Selling, General and Administrative Expenses.  Selling, general and administrative expenses were $10.2 mitlion for
2006, compared to $3.4 miliion for 2005, an increase of $6.8 million. The increase primarily resulted from increased
personnel costs ($6.2 million).

Maintenance Turnaround Expense. Maintenance turnaround expense includes major maintenance and repairs
generally done every four years, depending on the processing units involved. Maintenance turnaround expense was
$22.2 million for the twelve months ended December 31, 2006, compared to $7.0 million in 2005, an increase of
$15.2 million, or 217.1%. This increase primarily resulted from a planned major maintenance turnaround on our South
Refinery during the first quarter of 2006, versus a partial turnaround performed during the first quarter of 2005.

Depreciation and Amortization.  Depreciation and amortization for 2006 was $13.6 million, compared to $6.3 mil-
lion for 2005. The increase was due to the completion of various capital projecis throughout 2006, including our ultra low
sulfur diesel project.

Operating Income. Operating income for 2006 was $328.6 million, compared to $258.8 million for 2005, an
increase of $69.8 million, or 27.0%. This increase primarily resulted from higher refinery gross margins, an increase in
sales volume of 4.6% somewhat offset by an increase in the cost of maintenance turnarounds ($15.2 million), increased
personnel costs ($15.1 million), higher energy costs ($12.4 million), and higher routine maintenance costs ($8.2 million).

Retail Segment
June 1 Through
December 31, 2007

(In thousands,
except per gallon data)

Statement of Operations Data:

Nl SIS . . o e e e $456,331
Operating costs and expenses:
Cost of products sold (exclusive of depreciation and amortization). . . ... ... ., .. 401,143
Direct operating expenses {exclusive of depreciation and amortization) . ........ 37,147
Selling, general and administrative Expenses. . . ........... ... .o i.e.. .. 3,125
Depreciation and amortization .. ... ... ... i e 4,387
Total operating costs and Expenses . . ......... ... ... o 445,802
Operating iNCOIME . . . oo it e e e e e e e e e e $ 10,529
Operating Data:
Fuel gallons sold (in thousands) . .......... ... .. .. ... ... ..., 128,356
Fuel margin per gallon(1) . . .. ... ... e $ 0.18
Merchandise sales ... ... ... .. e $108,054
Merchandise margin. . ... ... . e 28%
Operating retail outlets at periodend. . ... ... ... ... o L 154

(1) Fuel margin per gallon is a measurement calculated by dividing the difference between fuel sales and cost of fuel sales
for our retail segment by the number of gallons sold.
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The following tables reconcile fuel sales and cost of fuel sales to net sales and cost of products sold:

June 1 Through
December 31, 2007

(In thousands,
except per gallon data)

Net sales
Fuel Sales . . .. . e e $382,446
Excise taxes included in fuel revenues . ... ... ... ..t (48,189)
Merchandise sales . ... ... ... . e 108,054
Other Sales. . . ..o e e e 14,020
Nt SaAlES .« .t i e e e e $456,331
Cost of products sold:
Fuel cost of products sold . . ... ... . . .. . e $359,964
Excise taxes included in fuel cost of products sold . ............ ... .. .. ... (48,189)
Merchandise cost of products sold . .. ...... .. ... ... .. oL 78,228
Othercost of products sold. ... .. .. o e 11,140
Costofproducts sold . . .. ... ot e $401,143
Fuel Margin per gallon ... ... ... i e $ 018

The financial information for the twelve months ended December 31, 2007, includes the results of the retail segment
acquired from Giant. Prior to the acquisition of Giant, we did not have retail operations and, therefore, no comparable
information is presented.

Wholesale Segment

June 1 Through
December 31, 2007

(In thousands, except
per gallon data)

Statement of Operations Data:

= $991,907
Operating costs and expenses:
Cost of products sold (exclusive of depreciation and amortization). . ............ 949,966
Direct operating expenses (exclusive of depreciation and amortization) . .........., 20,715
Selling, general and administrative eXpenses . . . ... ... .. ... 9,164
Depreciation and amortization . ........ ... ... .. L. . 2,477
Total operating costs and eXpenses .. ......... ..ottt 082,322
Operating INCOME . . .. ... .t e e ettt e e e e $ 9,585
Operating Data:
Fuel gallons sold (inthousands) .. ...... .. ... ... ... ... .. ... ... cvu... 376,382
Fuel margin per gallon{1) . .. .. .. .. 5 0006
Lubricant Sales . . . . .. e e e $ 84,825
Lubricant marging . .. ..ottt e e 9.8%

(1) Fuel margin per gallon is a measurement calculated by dividing the difference between fuel sales and cost of fuel sales
for our wholesale segment by the number of gallons sold.
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The following table reconciles fuel sales and cost of fuel sales to net sales and cost of products sold:
June 1 Through
December 31, 2007

{In thousands, except
per gallon data)

Net sales
FUel SAlE5. . o vttt e et e e e e e $1,008,045
Excise taxes included in fuel sales . ........ ... ... ... i, (107,370)
LUDriCaNt SIS .« o vttt e s e e e et e s 84,825
OIher SAlES . . .. . e e e e 6,407
N SALES © . oottt e e e e e e e e e e e e $ 991,907
Cost of products sold:
Fuel costof products sold. . ... ... .. o $ 984,191
Excise taxes included in fuel sales .. ... ... ... i (107,370}
Lubricant cost of products sold . . . ... ... 76,479
Othercostof products sold. . . . .. .. ... (3,334)
Costofproducts sold . . ... .. $ 949,966
Fuel Margin per gallon. . ... ... ot e 3 0.06

The financial information for the twelve months ended December 31, 2007, includes the results of the wholesale
segment acquired from Giant. Prior to the acquisition of Giant, we did not have wholesale operations and, therefore, no
comparable information is presented.

Liquidity and Capital Resources

Cash Flows

The following table sets forth our cash flows for the years ended December 31, 2007, 2006 and 2005:
Year Ended December 31,

2007 2006 2005
(In thousands)
Cash flows provided by operating activities . .. .................... $ 113,237 $ 245,004 $260,980
Cash flows used in investing activities . .. ... ... ... .. ..o il (1,334,028) (149,5535) (87,988)
Cash flows provided by (used in) financing activities . .. ............. 1,247,191 (13,115) (37,116)
Net increase in cash and cash equivalents. . .. ................... $ 26,400 $ 82334 $135,876

Cash Flows Provided By Operating Activities

Net cash provided by operating activities for the twelve months ended December 31, 2007, was $113.2 million. The
most significant provider of cash was our net income ($238.6 million). Also contributing to our cash flows from operating
activities were adjustments to net income for non-cash items such as depreciation and amortization {$64.2 million) and
stock-based compensation ($16.8 million). These increases in cash were partially offset by a net cash outflow from a
change in operating asscts and liabilities ($202.7 million).

Net cash provided by operating activities for 2006 was $245.0 million. The most significant provider of cash was our
net income ($204.8 million). Also contributing to our cash flows from operating activities were adjustments to net income
for non-cash items such as deferred income taxes ($25.3 million), depreciation and amortization ($13.6 million) and
stock-based compensation ($14.2 million). These increases in cash were partialiy offset by a net cash outflow from the
change in operating assets and liabilities ($13.9 million). Net cash provided by operating activities for 2005 was
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$261.0 million. The most significant provider of cash for 2005 was our net income ($201.1 million). The other significant
provider of cash during 2005 was a net cash inflow from the change in operating assets and liabilities ($48.2 million).

Cash Flows Used In Investing Activities

Net cash used in investing activities for the twelve months ended December 31, 2007, was $1,334.0 million,
consisting of cash used to fund the Giant acquisition ($1,057.0 million) and capital expenditures ($277.1 million). Total
capital spending for 2007 included (i) spending on the acid and sulfur gas facilities ($23.3 million), the low sulfur gasoline
project ($32.1 million), the flare gas recovery system ($9.0 million), crude unit upgrades ($9.0 million), the naphtha
hydrotreater ($4.8 million), a pipeline bridge ($3.4 million) and the hydrogen plant ($2.3 million) at our El Paso refinery,
(i) the low sulfur gasoline project at our Yorktown refinery ($97.1 million), and (iii) other small improvement and
regulatory projects. We expect to spend approximately $197 million for capital expenditures in 2008.

Net cash used in investing activities for 2006 was $149.6 million, consisting of $29.3 million of an escrow deposit
and other costs related to the Giant acquisition, and capital expenditures of $120.2 million. Total capital spending for 2006
included the purchase of the asphalt plant and terminals ($20.0 million), capital improvements to our acid and sulfur gas
facilities ($24.3 million), spending on our ultra low sulfur diesel project ($16.8 million) and a related hydrogen plant
($16.6 million), our crude oil capacity expansion project ($10.4 million) and a new flare gas recovery system on the South
Refinery ($6.2 million), as well as other small improvement and regutatory projects. Net cash used in investing activities
for 2005 was $88.0 million, all relating to capital expenditures, primarily our ultra low sulfur diesel project and smali
improvement projects.

Cash Flows Provided By (Used In) Financing Activities

Net cash provided by financing activities for the twelve months ended December 31, 2007, was $1,247.2 million,
Cash provided by financing activities for 2007 included borrowings from our Term Loan to fund the Giant acquisition
($1,400.0 million) and net borrowings under our revolving credit facility ($290.0 million), partially offset by cash
outflows from debt repayment ($406.0 million), the repurchases of common stock ($14.6 million) to cover payroll
withholding taxes for certain employees in connection with the vesting of restricted shares awarded under the Western
Refining Long-Term Incentive Plan, and dividends paid ($13.6 million). Cash provided by financing activities included
the excess tax benefit from stock-based compensation expense ($8.4 million).

Net cash used in financing activities for 2006 was $13.1 million compared to $37.1 million of cash used in financing
activities for 2005. Cash provided by financing activities for 2006 included $295.6 million of net proceeds from our initial
public offering less stock issuance costs, which were used for the repayment of $149.5 million of debt and capital
distributions paid to the partners of Western Refining LP of $147.7 million immediately prior to the consummation of our
initial public offering. Net cash used in financing activities for 2006 also included the payment of dividends of $8.2 million
and repurchases of common stock of $5.1 million to cover payroll withholding taxes for certain employees pursuant to the
vesting of restricted shares awarded under the Western Refining Long-Term Incentive Plan. Net cash used in financing
activities for 2005 was $37.1 million. Cash provided by financing activities for 2005 included $150 million in loan
proceeds from a term }oan facility entered into in July 2005, The primary uses of cash for 2005 were for debt repayments
of $55.5 million primarily related to the prior term loan, capital distributions of $126.8 million to the partners, primarily to
cover their partnership tax obligations and as discretionary distributions, and debt issuance costs of $4.9 million related to
new term loan and revolving credit facilities.

Working Capital

Our primary sources of liquidity are cash generated from our operating activities, existing cash balances, and existing
revolving credit facility. We believe that our cash flows from operations and borrowings under our revolving credit facility
will be sufficient to satisfy our expected cash needs associated with our existing operations over the next 12-month period.
Our ability to generate sufficient cash flow from our operating activities will continue to be primarily dependent on
producing or purchasing, and selling, sufficient quantities of refined products at margins sufficient to cover fixed and
variable expenses. In addition, our future capital expenditures and other cash requirements could be higher than we
currently expect as a result of various factors. See Item 1A, “Risk Factors.”
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Working capital at December 31, 2007, was $621.4 million, consisting of $1,437.2 million in current assets and
$815.8 miltion in current liabilities. Working capital at December 31, 2006, was $276.6 million, consisting of
$620.6 million in current assets and $344.0 million in current liabilities.

Indebtedness

Term Loan Credit Agreement.  On May 31, 2007, in connection with the acquisition of Giant, we entered into a
Term Loan Credit Agreement, or Term Loan Agreement, with a group of banks. The Term Loan Agreement has a maturity
date of May 30, 2014. The Term Loan Agreement provides for loans of up to $1,400 million, of which $1,125.0 million
was borrowed on May 31, 2007, to fund the Giant acquisition, and $275.0 million was borrowed on July 5, 2007, to pay off
Giant’s 11% Senior Subordinated Notes and 8% Senior Subordinated Notes, or together the Senior Subordinated Notes.
The Term Loan Agreement provides for principal payments of 0.25% of the original principal amount of the loan on a
quarterly basis.

We may request increases in the borrowing capacity under the Term Loan Agreement by an amount which, when
taken together with all similarly requested increases in the borrowing capacity under the 2007 Revolving Credit
Agreement discussed below, does not exceed $300 million.

The Term Loan Agreement, which is secured by our fixed assets, including our refineries, was used to finance the
merger and for related transaction expenses. The Term Loan Agreement provides for a commitment fee of 0.75% per
annum on the unused portion. Borrowings can be either base rate loans or be based on an interest rate of LIBOR plus
1.75%. The annual interest rate at December 31, 2007, was 6.56%. The average interest rate for the seven months ended
December 31, 2007, was 6.95%. The Term Loan Agreement contains customary restrictive covenants, including
limitations on debt, investments and dividends, and financial covenants relating to minimum interest coverage and
maximum leverage. During 2007, we made principal payments con the Term Loan of $106.5 million in 2007. The
outstanding balance of the Term Loan Agreement at December 31, 2007, was $1,293.5 million,

2007 Revolving Credit Agreement. On May 31, 2007, we also entered into a Revolving Credit Agreement, or the
2007 Revolving Credit Agreement, with a group of banks, The 2007 Revolving Credit Agreement matures on May 31,
2012. The 2007 Revolving Credit Agreement, secured by certain cash, accounts receivable and inventory, can be used to
refinance our existing indebtedness, to finance working capital and capital expenditures, and for other general corporate
purposes. The 2007 Revolving Credit Agreement is a collateral-based facility with total borrowing capacity, subject to
borrowing base amounts based upon eligible receivables and inventory, of up to $500 million, and provides for letters of
credit and swing line loans. As of December 31, 2007, we had net availability of $92.9 million due to $117.1 million in
letters of credit and direct borrowings of $290.0 million.

We may request increases in the borrowing capacity under the 2007 Revolving Credit Agreement by an amount
which, when taken together with all similarly requested increases in the borrowing capacity under the Term Loan
Agreement, does not exceed $300 million. On February 19, 2008, we exercised this option and increased the borrowing
capacity under the 2007 Revolving Credit agreement to $800.0 million. If the increase of our line of credit had been in
place at December 31, 2007, our availability would have been increased to $392.9 million.

The 2007 Revolving Credit Agreement provides for a quarterly commitment fee ranging from (.25% to 0.50% per
annum, subject to adjustment based upon our consolidated leverage ratio, and letter of credit fees ranging from 1.25% to
2.00% per annum payable quarterly, subject to adjustment based upon our consolidated leverage ratio. Borrowings can be
either base rate loans or be based on an interest rate of LIBOR plus 1.25% to 2.00%, subject to adjustment based upon our
consolidated leverage ratio. Borrowing rates are initially based on PRIME plus 0.75% or LIBOR plus 1.50%, as elected,
subject to adjustment based on the leverage ratio. The annual interest rate at December 31, 2007, was 7.75%. In addition to
the borrowing base limitations, availability under the 2007 Revolving Credit Agreement is subject to the accuracy of
representations and warranties and absence of a default. The 2007 Revolving Credit Agreement contains customary
restrictive covenants, including limitations on debt, investments and dividends, and financial covenants relating to
minimum interest coverage and maximum leverage.

Senior Subordinated Notes.  In connection with the Giant acquisition, we assumed debt obligations for $280.0 mil-
lion (at face value) related to Giant’s 11% Senior Subordinated Notes due 2012 and 8% Senior Subordinated Notes due
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2014. These debt obligations were recorded at fair value of $298.7 million as of May 31, 2007. On July 5, 2007, we retired
these obligations paying $299.5 million plus accrued interest. The retirement resulted in a loss of $0.8 million.

2005 Revolving Credit Facility.  In July 2005, Western Refining LP entered into a revolving credit facility with a
group of banks, or the 2005 Revolving Credit Facility, which was amended and restated in January 2006 in connection
with the closing of our initial public offering to add Western Refining, Inc. as a co-borrower and to lower the interest rates
and fees charged on the facility. As a result of entering into the 2007 Credit Agreement and Term Loan Agreement
described above, we terminated the 2005 Revolving Credit Facility.

Guarantees. The Term Loan Agreement and the 2007 Revolving Credit Agreement, together, the “Agreements,”
are guaranteed, on a joint and several basis, by subsidiaries of Western Refining, Inc. The Senior Subordinated Notes also
were guaranteed, but these guarantees terminated on July 3, 2007, concurrent with the payoff of the debt on that date. The
guarantees related to the Agreements remain in effect until such time that the terms of the Agreements are satisfied and
subsequently terminated. Amounts potentially due under these guarantees are equal to the amounts due and payable under
the respective agreements at any given time. No amounts have been recorded for these guarantees. The guarantees are not
subject to recourse to third parties.

Letters of Credit

The 2007 Revolving Credit Facility provides for the issuance of letters of credit. We issue letters of credit and cancel
or amend them on a monthly basis depending upon our needs. At December 31, 2007, there were $117.1 million of
irrevocable letters of credit outstanding, issued almost exclusively to crude oil suppliers.

Capital Spending

Capital expenditures totaled approximately $277.1 million for the year ended December 31, 2007, and included
(i) the acid and sulfur gas facilities, the low sulfur gasoline project, the flare gas recovery system, crude unit upgrades, the
naphtha hydrotreater, a pipeline bridge, and the hydrogen plant at our El Paso refinery, (ii) and the low sulfur gasoline
project at our Yorktown refinery, and (iii) other small improvement and regulatory projects.

Our capital expenditure budget for 2008 is $197.0 million, of which $172.4 million is for our refining segment,
$11.5 million for our retail segment, $6.8 million for our wholesale segment, and $6.3 million for other general projects.
The following table summarizes the spending allocation between sustaining maintenance, discretionary, and regulatory
projects as follows:

2008
(In thousands)
Sustaining Maintenance ... .. ... ... e e $ 55,045
DASCTOLIOMATY . . v ottt e i i e 11,943
R gUlatory . . .. e e e e 130,000
TOtal. o e e e e e e e $196,988

Sustaining Maintenance. Sustaining maintenance capital expenditures are those related to minor replacement of
assets, refurbishing and replacement of components, and other recurring capital expenditures.

Discretionary Projects.  Discretionary project capital expenditures are those driven primarily by the economic
returns that such projects can generate for us. Our discretionary projects include opening new retail locations or
remodeling existing ones and information systems upgrades.

Regulatory Projects.  Regulatory projects are undertaken to comply with various regulatory requirements. Qur low
sulfur fuel projects are regulatory investments, driven primarily by our need to meet low sulfur fuel regulations and low
benzene gasoline regulations. The estimated cost of complying with the low sulfur gasoline specifications is $348 million,
of which approximately $186 million was spent through December 31, 2007 with the rest expected to be incurred through
2009, The estimated cost of complying with the next phase of the vltra low sulfur diesel regulations is $20 million for the
El Paso refinery, which is budgeted to be spent in 2009 and 2010, to meet the regulatory deadline of June 2010. No
additional investment is required at our Yorktown refinery to meet the next phase of the ultra low sulfur diesel regulations.
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Process engineering studies will be conducted and are budgeted in 2008 to determine how the Four Corners refineries will
meet this next phase of ultra low sulfur diesel regulations.

All four of our refineries are required to meet the new Mobile Source Air Toxics (MSAT II) regulations to reduce the
benzene content of gasoline. Under the MSAT ! regulations, benzene in the finished gasoline pool must be reduced to an
annual average of 0.62 volume per cent by 2011 with or without the purchase of credits. Beginning on July 1, 2012, each
refinery must also average 1.30 volume per cent benzene without the use of credits. The estimated cost of complying with
the MSAT Il regulations at the El Paso refinery is $75 million, which is budgeted to be spent in 2010. The estimated cost of
complying with the MSAT II regulations at the Yorktown refinery is $15 million, which is budgeted to be spent in 2009
and 2010. Process engineering studies will be conducted and are budgeted in 2008 to determine how the Four Corners
refineries will meet the MSAT 1l regulations,

Based on current negotiations and information, we have estimated the total capital expenditures that may be required
pursuant to the EPA Initiative, would be approximately $52 to $104 million. These capital expenditures would primarily
be for installation of emission controls to reduce sulfur dioxide and nitrous oxides emissions from refinery units and
combustion devices and would be expended from 2008 to 2012. As of December 31, 2007, we had invested $15.2 million
on the flare gas recovery system on the South side of our El Paso refinery which was put into service in the first quarter of
2007. Prior to our acquisition of Giant, Giant invested $14.9 million in a new sulfur recovery unit at Gallup refinery which
was put into service in April 2007. Based on current negotiations and information, as of February 2008, our estimated
expenditures for the remaining emission controls projects to be installed throughout our four refineries under the EPA
Initiative are $22 to $74 million and will occur from 2008 through 2013 or beyond. See Item 1, “Business —
Environmental Regulation.”

The estimated capital expenditures for regulatory projects described above for the next three years are summarized in
the table below:

2008 2009 2010
(In millions)

Low sulfur gasoline — ELPaso . .. ...... .ottt $90 $21 § —
Low sulfur gasoline — Yorktown . . . ... ... .. . . . i i e 20 — —
LSR hydrotreater — El Paso . .. . ... .. . i e e 10 21 —
Nitrogen Oxides, or NOx, emission controls. ... ... ........oivvinino..... 5 5 5
Low sulfur non-road diesel —ElPaso .. .................. .. ... .. ..... — 10 10
MSAT 1I gasoline—El Paso................. e e e e — — 75
MSAT 1l gasoline — Yorktown .. ........ ...ttt e, —_ 5 10
Various other regulatory projects . .. ... ... .. i e _ 5 25 =

0 $130 387 3100

|
|
|
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Contractual Obligations and Commercial Commitments

Information regarding our contractual obligations of the types described below as of December 31, 2007, is set forth
in the following table:
Payments Due by Period

Contractual Obligations Less than 1 Year 1-3 Years 3.5 Years More Than 5 Years Total
(In thousands}

Long-term debt

obligations(1} .......... $ 116,385 $230,199  $506,036 $1,349,225 $2.201,845
Capital lease obligations . . - . — — — —_ —
Operating lease obligations . . 14,294 20,746 16,395 42,968 94,403
Purchase obligations(2) .. ... 884,613 519,870 130,559 — 1,535,042
Environmental reserves ... .. 12,582 13,304 5,600 17,425 48911
Other obligations(3)(4)(5) . .. 26,251 28,844 9,148 22,388 86,631

Total obligations . ....... $1,054,125 $812,963 $667,738 $1,432,006 $3,966,832

(1) Includes minimum principal payments and interest calculated using interest rates at December 31, 2007,

(2) Purchase obligations include agreements to buy crude oil and other raw materials. Amounts included in the table were
calculated using the pricing at December 31, 2007, multiplied by the contract volumes. Amounts under our crude oil
supply agreement with Statoil are not reflected herein. See Item 1. “Business — Refining Segment — Yorktown
Refinery — Raw Material Supply.”

(3) In June 2005, we entered into a sulfuric acid regeneration and sulfur gas processing agreement with E.L. du Pont de
Nemours, or “DuPont”. Under the agreement, we have a long-term commitment to purchase services for use by our
El Paso refinery. The first stage of the project was completed in February 2008. The annual commitment for these
services will range from $10.0 million increasing to $16.0 million per year over the next 20 years. Prior to this
agreement, we incurred direct operating expenses related to sulfuric acid regeneration under a short-term agreement.
The future payments are not included in the table, as payments do not commence until completion of the project.

(4) Other commitments include agreements for throughput and distribution, storage services; barges and professional
consulting. The minimum payment commitments are included in the table.

(5) We are obligated to make future expenditures related to our pension and post-retirement obligations. These payments
are not fixed and cannot be reasonably determined beyond 2016. As a result, our obligations beyond 20 16 related to
these plans are not included in the table. Our pension and post-retirement obligations are discussed in Note 14 in the
Notes to Consolidated Financial Statements elsewhere in this annual report.

Off-Balance Sheet Arrangements

We have no off-balance sheet arrangements.
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Item 7A. Quantitative and Qualitative Disclosure About Market Risk

Changes in commodity prices and interest rates are our primary sources of market risk.

Commodity Price Risk

‘We are exposed to market risks related to the volatility of crude oil and refined product prices, as well as volatility in
the price of natural gas used in our refinery operations. Our financial results can be affected significantly by fluctuations in
these prices, which depend on many factors, including demand for crude oil, gasoline and other refined products, changes
in the economy, worldwide production levels, worldwide inventory levels and governmental regulatory initiatives. Qur
risk management strategy identifies circumstances in which we may utilize the commodity futures market to manage risk
associated with these price fluctuations.

In order to manage the uncertainty relating to inventory price volatility, we have generally applied a policy of
maintaining inventories at or below a targeted operating level, In the past, circumstances have occurred, such as
turnaround schedules or shifts in market demand that have resulted in variances between our actual inventory level and our
desired target level. We may utilize the commodity futures market to manage these anticipated inventory variances.

We maintain inventories of crude oil, other feedstocks and blendstocks, and refined products, the values of which are
subject to wide fluctuations in market prices driven by worldwide economic conditions, regional and global inventory
levels, and scasonal conditions. As of December 31, 2007, we held approximately 8.8 million barrels of crude oil, refined
product and other inventories valued under the LIFO valuation method with an average cost of $62.53 per barrel. As of
December 31, 2007 and 2006, current cost exceeded the carrying value of LIFQ costs by $256.1 million and $82.5 million.
We refer to this excess as our LIFO reserve.

In accordance with SFAS No. 133, all commodity futures contracts are recorded at fair value and any changes in fair
value between periods are recorded in the other income (expense) section as gain (loss) from derivative activities.

We selectively utilize commodity derivatives to manage our price exposure to inventory positions or to fix margins
on certain future sales volumes. The commodity derivative instruments may take the form of futures contracts or price
swaps and are entered into with counterparties that we believe to be creditworthy. We elected not to pursue hedge
accounting treatment for these instruments for financial accounting purposes. Therefore, changes in the fair value of these
derivative instruments are included in income in the period of change. Net gains or losses associated with these
transactions are reflected in gain (loss) from derivative activities at the end of each period. For the twelve months ended
December 31, 2007, we had $9.9 million in net realized and unrealized losses accounted for using mark-to-market
accounting.

At December 31, 2007, we had open commodity derivative instruments consisting of price swaps on 350,000 barrels
of refined products, primarily to fix margins on refined product sales for the first and second quarter in 2008. These open
instruments had total unrealized net losses at December 31, 2007, of approximately $5.2 million. At December 31, 2006,
we had open commodity derivative instruments consisting of price swaps on 425,000 barrels of refined products,
primarily to fix margins on first quarter 2007 refined product sales. These open instruments had total unrealized net gains
of approximately $1.4 million. At December 31, 2005, we had open commodity derivative instruments consisting of price
swaps on 350,000 barrels of refined preducts, primarily to fix margins on first quarter 2006 refined products sales. These
open instruments had total unrealized net gains of $0.2 million.

During the twelve months ended December 31, 2007, we did not have any derivative instruments that were
designated and accounted for as hedges.

Interest Rate Risk

As of December 31, 2007, $1,293.5 million of our outstanding debt was at floating interest rates of LIBOR plus
1.75% per annum. An increase in the LIBOR of 19 would increase our interest expense by $12.9 million per year. On
January 31, 2008, we entered into an amortizing LIBOR interest rate swap for a portion of our term debt. The notional
amount of the swap is $1.0 billion in year one, $750.0 million in year two, $500.0 million in year three, and $250.0 million
in year four. The interest rate is fixed at 5.395% for the life of the swap.
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Management Report on Internal Control Over Financial Reporting

The Company’s management is responsible for establishing and maintaining adequate internal control over financial
reporting. Internal control over financial reporting is defined in Rule 13a- 15(f) or 15d-15(f) promulgated under the
Securities Exchange Act of 1934 as a process designed by, or under the supervision of, the Company’s principal executive
and principal financial officers and effected by the Company’s board of directors, management and other personnel, to
provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles and includes those policies and procedures
that:

« Pertain to the maintenance of records that in reasonable detail accurately and fairly reflect the transactions and
dispositions of the assets of the Company;

« Provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial
statements in accordance with generally accepted accounting principles, and the receipts and expenditures of the
Company are being made only in accordance with authorizations of management and directors of the
Company; and

» Provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use or
disposition of the Company's assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements.
Projections of any evaluation of effectiveness to future periods are subject to the risk that conirols may become inadequate
because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

The Company’s management assessed the effectiveness of the Company’s internal control over financial reporting as
of December 31, 2007. In making this assessment, the Company’s management used the criteria set forth by the
Committee of Sponsoring Organizations of the Treadway Commission (*COS0”) in Internal Control-Integrated
Framework. Based on its assessment, the Company’s management believes that, as of December 31, 2007, the Company’s
internal control over financial reporting is effective based on those criteria.

In conducting our evaluation of the effectiveness of internal control over financial reporting, we have excluded Giant
Industries, Inc., which we acquired on May 31, 2007. This approach is consistent with published SEC guidance on the
permissible scope of management’s internal control report. See Note 3 of Notes to Consolidated Financial Statements,
elsewhere in this annual report, for a further discussion of the Giant acquisition. The assets resulting from the Giant
acquisition constituted approximately 53 percent of the Company’s consolidated assets as of December 31, 2007, and
43 percent of the Company’s consolidated revenues for the year then ended.

The Company’s independent registered public accounting firm, Emst & Young LLP, has issued an audit report on the
Company’s internal control over financial reporting. This report appears on page 56 of this annual report.
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders of Western Refining, Inc.

We have audited the accompanying consolidated balance sheets of Western Refining, Inc. and Subsidiaries, as of
December 31, 2007 and 2006, and the related consolidated statements of operations, comprehensive income, stock-
holders’ equity and partners’ capital, and cash flows for each of the three years in the period ended December 31, 2007.
These financial statements are the responsibility of the Company’s management. Our responsibility is to express an
opinicn on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether
the financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall financial statement
presentation, We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated
financial position of Western Refining, Inc. and Subsidiaries at December 31, 2007 and 2006, and the consolidated results
of their operations and their cash flows for each of the three years in the period ended December 31, 2007, in conformity
with U.S. generally accepted accounting principles.

As discussed in Note 13 to the consolidated financial statements, in January 2007, the Company adopted Financial
Accounting Standards Board Interpretation No. 48, “Accounting for Uncertainty in Income Taxes — an Interpretation of
FASB Statement No. 109.” As discussed in Note 14 to the consolidated financial statements, in December 2006, the
Company adopted Statement of Financial Accounting Standards No. 158, “Employers’ Accounting for Defined Benefit
Pension and Other Postretirement Plans.”

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States), Western Refining, Inc.’s internal control over financial reporting as of December 31, 2007, based on criteria
established in Internal Control-Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission and our report dated February 29, 2008 expressed an unqualified opinion thereon.

/s/ ErnsT & Younc LLP

Dallas, TX
February 29, 2008
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders of Western Refining, Inc.

We have audited Western Refining, Inc.’s internal control over financial reporting as of December 31, 2007, based on
criteria established in Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of
the Treadway Commission (the COSO criteria). Western Refining, Inc.’s management is responsible for maintaining
effective internal control over financial reporting, and for its assessment of the effectiveness of internal control over
financial reporting included in the accompanying “Management Report on Internal Control over Financial Reporting”.
QOur responsibility is to express an opinion on the company’s internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board
{United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether
effective internal control over financial reporting was maintained in all material respects. Our audit included obtaining an
understanding of internal control over financial reporting, assessing the risk that 2 material weakness exists, testing and
e¢valuating the design and operating effectiveness of internal control based on the assessed risk, and performing such other
procedures as we considered necessary in the circumstances. We believe that our audit provides a reasonable basis for our
opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company’s internal control over financial reporting includes
those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly
reflect the transactions and dispositions of the assets of the company; (2) provide reasonable assurance that transactions
are recorded as necessary to permit preparation of financial statements in accordance with generally accepted accounting
principles, and that receipts and expenditures of the company are being made only in accordance with authorizations of
management and directors of the company; and (3) provide reasonable assurance regarding prevention or timely detection
of unauthorized acquisition, use, or disposition of the company’s assets that could have a material effect on the financial
statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements.
Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may
deteriorate,

As indicated in the accompanying “Management Report on Internal Control over Financial Reporting,” manage-
ment’s assessment of and conclusion on the effectiveness of internal control over financial reporting did not include the
internal controls of Giant Industries, Inc. (Giant), which was acquired by the Company on May 31, 2007. The results of
Giant’s operations subsequent to this acquisition, which have been included in the Company’s 2007 consolidated financial
statements, include revenues of $3,107 million and an operating loss of $13 million. Giant constituted $1,903 million of
the Company's consolidated assets as of December 31, 2007, Our audit of internal control over financial reporting of
Western Refining, Inc. also did not include an evaluation of the internal control over financial reporting of Giant,

In our opinion, Western Refining, Inc. maintained, in all material respects, effective internal control over financial
reporting as of December 31, 2007, based on the COSO criteria.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States), the consolidated balance sheets of Western Refining, Inc. and Subsidiaries as of December 31, 2007 and 2006, and
the related consolidated statements of operations, comprehensive income, stockholders’ equity and partners’ capital, and
cash flows for each of the three years in the period ended December 31, 2007 and our report dated February 29, 2008
expressed an unqualified opinion thereon.

/s/  ERNsT & Younc LLP

Dallas, TX
February 29, 2008
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WESTERN REFINING, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
(In thousands, except share data)

As of December 31,

‘ 2007

2006
| ASSETS
Current assets:
Cash and cash equivalents ... ... ... ... it $ 289,565 $263,165
Accounts receivable, principally trade, net of a reserve for
doubtful accounts of $3,725 as of December 31,2007 .. .. ...... ... ... ... . ... 418,892 183,442
IOV 0TS « + . o v e e e e e e e e e e e e e e e e e e 598,672 160,152
Prepaid eXPenses . .. oo uuu it e 31,582 4,049
Other CUITEOL ASSBUS .+ v« v o o o o e e ettt v et et et et o ae e enas 08,441 9,786
TOtal CUTTENML AS80L8 . & o v v v e vt et e et e et e e et e et et et e e 1,437,152 620,594
Property, plant, and equipment, Net. . .. ... ... oot m e 1,726,227 255,877
GOOAWIIl . o ot s e e e e e e 299,552 —_
OHhEr ASSEIS, NMEL o v vt vt e v e ettt e e ettt e oot e 96,785 32,052
TOtal SSEIS . . .. oottt e e $3,559,716  $908,523
LIABILITIES AND EQUITY
Current liabilities:
ACCOUNES PAYADIE . . . . oot e $ 644992  $301,633
Accrued Habilities . . . ..o e e 107,755 36,547
Dividends payable . . ... ... . 4,083 2,730
Current deferred income tax lability, net .. ...... ... ... ... . . o o i 45,960 3.075
Current portion of long-termdebt . . . ... ... .. ... L 13,000 —
Total current Habilities . . . ..ottt ittt e e e e e e e e e 815,790 343,985
Long-term liabilities:
Long-term debt, less Current portion . . ... .. ... e 1,570,500 —
Deferred income tax lability, net .. .. .. ... . o 341,424 17,401
Post-retirement and other liabilities . . . .. .. oottt i e e s 75,517 25,536
Total long-term liabilities .. ....... .. ... .. . 1,987,441 42 937
Commitments and contingencies
Stockholders’ equity and partners’ capital:
Common stock, par value $0.01, 240,000,000 shares authorized; 68,105,132 and
67,107,725 shares issued as of December 31, 2007 and 2006, respectively ... ...... 679 669
Preferred stock, par value $0.01, 10,000,000 shares authorized; no shares issued and
OUESIANAING. . .. o — —
Additional paid-in capital . .. ... ... e 366,071 340,908
Retained €armings. . . . ... vttt e 417,439 193,813
Accumulated other comprehensive loss, netof tax. .. ... ... ... ..o oo o (8,056) (8,738)
Treasury stock, 355,060 and 211,169 shares, respectively, atcost, .. ............... (19,648) (5,051)
Total stockholders’ equity . . ... ... e 756,485 521,601
Total liabilities and stockholders’ equity . ... ... ... i $3,559,716  $508,523
The accompanying notes are an integral part of these consolidated financial statements.
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WESTERN REFINING, INC, AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS
(In thousands, except per share data)

Year Ended December 31,

2007 2006 2005

Netsales. .. ..ot e e e $7,305,032  $4,199,383  $3,406,632
Operating costs and expenses:

Cost of products sold {exclusive of depreciation and amortization) .... 6,375,700 3,653,008 3,001,610

Direct operating expenses {exclusive of depreciation and

AMOTTZALON) .« o . oo e s e o e e i e 382,690 171,729 129,627

Selling, general and administrative expenses. . ................... 77,350 37,043 45,128

Maintenance turnaround eXpense .. ... ... ... ..o 15,947 22,196 6.999

Depreciation and amortization . . ... ... ... . i e 64,193 13,624 6,272
Total operating costs and eXpenses. . . .. ... v i e, 6,915,880 3,897,600 3,189,636
Operating iNCoIME . . . .. .. .. ittt e et e e 389,152 301,783 216,996
Other income (expense);

Interest iNCOME . . . . . ... it ittt e e e 18,852 10,820 4,854

Interest @XPeMSE. . . . . ... i e {53,843) (2,167) (6,578)

Amortization of loan fees. . . . ... ... .. . . . e (1,912) (500) (2,113)

Write-off of unamortized loanfees. ... ....... ... .. ... . ... ... —_— (1,961) (3,287)

Loss on early extinguishment of debt .. . ... ... ................ (774) — —_

Gain (loss) from derivative activities .. ........................ (9,923) 8,617 (8,296)

Other income (eXpense), Nl . . .. ... ottt ii et {1,049) 561 (527)
Income before iRCOME LAXES . . . vttt it e i e e e en 340,503 317,153 201,049
Provision for income taxes . ... .- oottt e e {101,892) (112,373) 18
NELINCOMIE . « o o o ot e ettt et e et e e et et e $ 238611 §$ 204,780 § 201,067
Net earnings per share:

BasiC. . o e $ 355 % 313 —

Diluted .. ..o e $ 353 % 3.11 —
Weighted average common shares outstanding:

Basic. . .. e e 67,180 65,387 —

Diluted . .. i e e e 67.598 65,775 —

The accompanying notes are an integral part of these consolidated financial statements.
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WESTERN REFINING, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CHANGES IN
STOCKHOLDERS’ EQUITY AND PARTNERS’ CAPITAL
(In thousands, except share data)

Common Stock Accgn:}luel: ted
P , Add_ilional Retai_ned Comprehensive Treasury Stock
artners Shares Par Paid-In Earnings Loss, Net of ey
Capital Issued Value Capital {Dreficit) Tax Shares Cost Total

Balance at December 31,2004 . . . ... ... $ 107,592 — $— 5 — % — 5 — — 3 —  $107,592
Netincome (loss) . . ... ........... 201,100 — — — (33) — - — 201,067
Non-cash capital contribution from limited

PATNET . . ..o 23,966 - - - - - — = 23,966
Assumption of limited partner liabitity . . . . {27.950) —_ —_ —_ —_ —_ —_ — (27,950)
Capital distributions paid to partners . . . . . (126,764) — — — — — — —  (126,764)
[nitial issuance of common stock . . . . . .. —_ 100 = 2 — — —_ — 2
Balance at December 31,2005 ........ 177,944 100 —_ 2 (33) — — — 517913
Capital distributions paid to partners

immediately prior 1o initial public

offering. . ......... .. ... .. .. (147,734) — — — — —_ — —_ (147.734)
Change from parntnership 1o corporate

holding company . . ... ........,, (30,210) 47,692,900 477 29,733 —_ — — — —
Public offering of common stock . . .. ... — 18,750,000 187 207,047 — — — —_ 297,234
Steck issnance costs. . .. .. L. L. L. — — - (1,678) — — — — (1,678)
Stock-based compensation . . . ., ... ... — — — 14,239 — — — — 14,239
Restricted stock vesting. . .. ... ... ... — 664,725 5 (5) — — — — —
Excess 1ax benefit from stock- based

compensation . . ... ... .. — — —_ 1,570 —_ — — — 1,570
Cash dividend declared . . .. ... .. .. .. —_ —_ — — (10,934) — —_ — (10,934)
Netincome . . . . ................ — — — — 204,780 — — — 204,780
Adjusiment to initially apply SFAS No. 158,

net of tax benefit of 4,848 . . . .. . _ .. — — — — —_ (8,738) —_ — (8,738)
Treasury stock, at cost . . .. ......... — i — _ _ {211,169) (5,051) (5.051)
Balance at December 31, 2006 . . ... ... — 67,107,725 669 340,908 193,813 (8,738) (211,169) (5051) $ 521,601
Stock-based compensation . . ... ... .. —_ —_ — 16,753 — — -_ —_ 16,753
Restricted stock vesting. . .. .. ....... — 997,407 10 10y — — — — —
Excess tax benefit from stock- based

compensation . . ... ..o . — — — 8,420 — — — — 8420
Cash dividend declared . . . . ... ... ... —_ —_ —_ —_ {14,985 —_ —_ — (14,985)
Netincome . .. .. ... ... .... — -_— — — 238,611 — —_ — 238,611
Other comprehensive income, net of tax. . . — — — —_ — 682 — — 682
Treasury stock, atcost . ... ......... — - = — — — {355,066) (14,597) (14,597}
Balance at December 31,2007 . ... .. .. K — 68,105,132 3679 $366,071 5417439 $(8,056) (566,235)  $(19,648) 3§ 756,485

The accompanying notes are an integral part of these consolidated financial statements.
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WESTERN REFINING, INC. AND SUBSHMARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
{In thousands}

Year Ended December 31,

2007 2006 2005
Cash flows from operating activities: .
NELITICOMIE . + o o v e et e e e e et e e e e e e e e e e e e e e e e $ 238,611 $ 204,780 § 201,067
Adjustments Lo reconcile net income to net cash provided by
operating activities:
Depreciation and amortization . . . ...t e e 64,193 13,624 6,272
Amortization of loan fees . . . . . . . . ... e e 1,912 500 2,113
Write-off of unamortized loan fees. . . . .. .. ... e — 1,961 3,287
Loss on early extinguishmentof debt . . ......... ... .. . . ... . 774 — —
Stock-based compensation . . ... ... 16,753 14,239 —
Deferred iNCOME AKES .+ v v v v v o v e e e e e e et e e e e e e e e e e e 2,256 25,323 30
Excess tax benefit from stock-based compensation. . .. ....... ... . . L. L L L, (8.420) (1,570) —
Changes in operating assets and liabilities:
Accounts receivable . . . . ... L e e 3,164 (31,465) (63,476)
D 110 5 - (183,307 (14,383) (811)
Prepaid eXpPenSes . . . .o v e e e e e e e e e e (13,873) 103 (1,098)
ORET BSSBLS . o . i it e ittt e e e e e e e e e s (62,417) (3,584) (1,352)
Deferred compensation pavable . . ... ... ... s (447) {27,950) 23,966
Accounts payable . . . ... L. 98,284 51,386 80,583
Accrued liabilities . . . . . .. ... e s (28,029) 12,092 7,751
Post-retirement and other long-term liabilities . . .. ... ... ... ... ... o i o, (16,217) (52) 2,648
Net cash provided by operating activities . . ... ...... . ... . ... . ... o 113,237 245,004 260,980
Cash flows from investing activities:
Capital expenditures . . . . . .. .. e (277,073) (120,211 (87,988)
Escrow deposit and costs relating to acquisition, net of cash acquired . . . .. ... ....... ... ... (1,056,955) (29,344) —_
Net cash used in Investing activities .. ... ... .. ... ... . . ... e (1,334,028)  (149,555) (87,988)
Cash flows from financing activities:
Additions to term Joan . . . .. L e e e e e 1,400,000 — 150,000
Payments om I JOAN . . . . o v v vttt e e v e et e e e e {106,500 (149,500) (55,500)
Payments on senior subordinated notes . . ... . ... e (299,499) — —_
Revolving credit facility, net. . . . . . ... .. . e 290,000 — -
Deferred financing costs . . . .. . ... e e (17,000) — —
Dividends paid . ... ... ... e (13,633) (8,204) —
Repurchases of common stock . . . ... ... (14,557) (5,051) —
Excess tax benefit from stock-based compensation . . .. ... ... ... ... e 8,420 1,570 —
Proceeds from sale of common stock . . . . . e e — 295,556 2
Capital distributions paid to Partners . . .. .. ... i i e — (147,734y  (126,764)
101 — 248 {4,854)
Net cash provided by (used in) fimancing activities . . .. ... ... ... ... ... ... .... 1,247,191 (13,115) (37,116)
Net increase in cash and cashequivalents. . . . ........ . ... ... . . ... ... i 26,400 82,334 135,876
Cash and cash equivalents at beginning of year . .. ... ... ... ... . L 263,165 180,831 44,955
Cash and cash equivalents at end of year . . . .. .. ... ... s $ 289565 $ 263,165 § 180,831
Supplemental Disclosures of Cash Flow Information
Cash paid for:
IHCOIME TAXES + o v v v v v v e ettt e e e e e e e e e e $ 160666 $ 86406 3 —
31Tt ¢ =1 59,625 2,242 6,676

The accompanying notes are an integral part of these consolidated financial statements.
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WESTERN REFINING, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(In thousands)

Year Ended December 31,

2007 2006 2005
NELINCOME . . .. ..ot e e e e e e e $238.611  $204,780  $201,067
Other comprehensive income (loss) items: ... ... ... ... ... . .o
Defined benefit plans:

Net actuarial gain, netof tax . ....... .. ... ... .. .. o i, 187 — —

Reclassification of losses to income, netof tax . ......... ... ... ... 495 — —
Other comprehensive income, netof tax. .......... ... .. ... oo, 682 — —
Comprehensive ICOME . .. .. .ottt i e e $239293  $204,780  $201,067
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WESTERN REFINING, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2007

1. Organization and Basis of Presentation

The “Company” or “Western” may be used to refer to Western Refining, Inc. and, unless the context otherwise
requires, its subsidiaries. Any references to the “Company” as of a date prior to September 16, 2005 (the date of Western
Refining, Inc.’s formation) are to Western Refining Company, L.P. (“Western Refining LP”). On May 31, 2007, the
Company completed the acquisition of Giant Industries, Inc. (“Giant”). Any references to the “Company” prior to this
date exclude the operations of Giant. For more information on the acquisition of Giant, see Note 3, “Acquisition of Giant
Industries, Inc.”

The Company is an independent crude oil refiner and marketer of refined products and also operates service stations
and convenience stores. The Company owns and operates four refineries with a total crude oil throughput capacity of
approximately 234,000 barrels per day (“bpd”). In addition to the Company’s 124,000 bpd refinery in El Paso, Texas, as a
result of the Giant acquisition, the Company now also owns and operates a 70,000 bpd refinery on the East Coast of the
United States near Yorktown, Virginia and two refineries in the Four Corners region of Northern New Mexico with a
combined throughput capacity of 40,000 bpd. The Company's primary operating areas encompass West Texas, Arizona,
New Mexico, Utah, Colorado, and the Mid-Atlantic region. In addition to the refineries, the Company also owns and
operates stand-alone refined products terminals in Flagstaff, Arizona and Albuquerque, as well as asphalt terminals in
Phoenix, Tucson, Albuquerque and El Paso. As of December 31, 2007, the Company also owned and operated 154 retail
service stations and convenience stores in Arizona, Colorado and New Mexico, a fleet of crude oil and finished product
truck transports, and a wholesale petroleum products distributor — Western Refining Wholesale, Inc., which operates in
Arizona, California, Colorado, Nevada, New Mexico, Texas, and Utah.

The Company’s operations include three business segments: the refining group; the retail group; and the wholesale
group. Prior to the Giant acquisition, the Company operated as one business segment. See Note 4, “Segment Information”
for a further discussion of the Company’s business segments.

On January 24, 2006, the Company completed an initial public offering of 18,750,000 shares of its common stock.
The initial public offering price was $17.00 per share. In connection with the initial public offering, the Company became
the indirect owner of Western Refining LP and all of its refinery assets. This was accomplished by the Company issuing
47,692,900 shares of its common stock to certain entities controlled by its then majority stockholder in exchange for the
membership and partner interests in the entities that owned Western Refining LP. Immediately following the completion
of the offering, there were 66,443,000 shares of common stock outstanding, excluding any restricted shares issued.

The net proceeds to the Company from the sale of its common stock were approximately $295.5 million, after
deducting underwriting discounts and commissions and other costs related to the initial public offering. The net proceeds
from this offering were used to repay Western Refining LP’s $149.5 million of outstanding term loan debt and to replenish
cash that was used to fund a $147.7 million distribution to the partners of Western Refining LP immediately prior to the
completion of the offering. In connection with the repayment of the outstanding term loan debt, the Company recorded a
write-off of unamortized loan fees of $2.0 million in the first quarter of 2006.

Demand for gasoline is generally higher during the summer months than during the winter months. In addition,
oxygenate is added to the gasoline in the areas the Company does business during the winter months, thereby increasing
the supply of gasoline. This combination of decreased demand and increased supply during the winter months can lower
gasoline prices. As a result, the Company's operating results for the first and fourth calendar quarters are generally lower
than those for the second and third calendar quarters of each year. The effects of seasonal demand for gasoline are partially
offset by seasonality in demand for diesel, which in the Southwest region of the United States is generally higher in winter
months as east-west trucking traffic moves south to avoid winter conditions on northern routes, and heating oil in the
Northeast.

The accompanying consolidated financial statements have been prepared in accordance with U.S. generally accepted
accounting principles (“GAAP”) for financial information and with the instructions to Form 10-K and Article 10 of
Regulation 8-X. The accompanying consolidated financial statements reflect the operations of Giant and its subsidiaries
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WESTERN REFINING, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

beginning on June 1, 2007. The initial public offering and the resulting reorganization of entities under common control
constituted a change in reporting entity in 2006. As such, these consolidated financial statements reflect the financial
position, results of operations and cash flows as if Western Refining, Inc. and Western Refining LP were combined for all
of 2006 and 2005. All intercompany balances and transactions have been eliminated for all periods presented. Operating
results for the year ended December 31, 2007, are not necessarily indicative of the results that may be expected for the
future.

2. Summary of Accounting Policies
Principles of Consolidation

Western Refining, Inc. was formed on September 16, 2005, as a holding company in connection with its proposed
initial public offering. On May 31, 2007, the Company acquired 100% of Giant’s outstanding shares. The accompanying
consolidated financial statements reflect the operations of Giant and its subsidiaries beginning on June 1, 2007. In
connection with the Company’s initial public offering in January 2006, pursuant to a contribution agreement, a
reorganization of entities under common control was consummated whereby the Company became the indirect owner
of Western Refining LP and all of its refinery assets. The accompanying consolidated financial statements reflect the
financial position, results of operations and cash flows as if Western Refining, Inc. and Western Refining LP were
combined for 2006 and 2005. All intercompany balances and transactions have been eliminated for all periods presented.

Purchase Accounting

The Company accounted for the acquisition of Giant under the purchase method as required by Statement of
Financial Accounting Standards (“SFAS™) No. 141, Business Combinations (“SFAS No. 1417), with Western as the
accounting acquirer. In accordance with the purchase method of accounting, the price paid by the Company for Giant has
been allocated to the assets acquired and liabilities assumed based upon their estimated fair values at the date of the
acquisition. The excess of the purchase price over fair value of the net assets acquired represents goodwill that was
allocated to the reporting units and subject to annual impairment testing.

The Company performed a purchase price allocation for the acquisition of Giant on May 31, 2007. The estimated fair
values of the assets acquired and liabilities assumed were based on the valuation of an independent appraisal as well as
management’s evaluations of those assets and liabilities. See Note 3, “Acquisition of Giant Industries, Inc.,” for a
summary of the purchase price allocation.

Cash Equivalents

Cash equivalents consist of investments in money market accounts. The Company considers all highly liquid
investments purchased with an original maturity of three months or less to be cash equivalents. As of December 31, 2007
and 2006, there were $217.1 million and $261.6 million, respectively, in cash equivalents in the Company’s Consolidated
Balance Sheets.

Accounts Receivable

Accounts receivable are due from a diverse customer base including companies in the petreleum industry, railroads,
airlines, and the federal government. Credit is extended based on an evaluation of the customer’s financial condition. In
addition, a portion of the sales at the Company’s service stations are on credit terms generally through major credit card
companies.

Uncollectible accounts receivable are charged against the allowance for doubtful accounts when all reasonable
efforts to collect the amounts due have been exhausted. Prior to the Giant acquisition, the Company had not had any credit
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WESTERN REFINING, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

losses; therefore, it did not maintain an allowance for doubtful accounts. Additions, deductions and balances for
allowance for doubtful accounts for the period between January 1 and December 31, 2007 are presented below:

2007
(In thousands)

Balance at January 1, 2007 . . . .. . e $ —
Additions;

ACQUISIEION . . . L e e e 948

Charged 10 costs and EXPENSE . .. . .ottt i e e e 3,070
Uncoltectible receivables written off . . . ... . ... ... . . . . . . (293}
Balance at December 31, 2007 . .. . ... e $3,725

Inventories

Crude oil, refined product, and other feedstock and blendstock inventories are carried at the lower of cost or market.
Cost is determined principally under the last-in, first-out (“LIFQO”) valuation method to reflect a better matching of costs
and revenues. Costs include both direct and indirect expenditures incurred in bringing an item or product to its existing
condition and location but not unusual/non-recurring costs or research and development costs. Ending inventory costs in
excess of market value are written down to net realizable market values and charged to cost of products sold in the period
recorded. In subsequent periods, a new lower of cost or market determination is made based upon current circumstances.
The Company determines market value inventory adjustments by evaluating crude oil, refined products, and other
inventories on an aggregate basis by geographic region.

Retail refined product (fuel) inventory values are determined using the first-in, first-out (“*FIFO™) inventory valuation
method. Retail merchandise inventory value is determined under the retail inventory method. Wholesale finished product,
lubricants and related inventories are determined using the FIFQ inventory valuation method. Finished product inven-
tories originate from either the Company’s refineries or from third-party purchases.

Other current assets

Other current assets primarily consist of income tax payments, futures margin deposits and spare parts inventories.

Property, Plant, and Equipment

Property, plant, and equipment are stated at cost. The Company capitalizes interest on expenditures for capital
projects in process greater than one year and greater than $5 million until such projects are ready for their intended use.
The Company capitalized interest of $5.8 miilion in 2007, less than $0.1 million in 2006, and $1.3 million in 2005.

Depreciation is provided on the straight-line method at rates based upon the estimated useful lives of the various
classes of depreciable assets. The lives used in computing depreciation for such assets are as follows:

Refinery facilities and related equipment .. .. ... ... . . . it 3 -- 25 years
Pipelines, terminals and transportation equipment . . .. . ... .. ... ..., ..., 5 -- 20 years
Wholesale facilities and related equipment . ... ... .. ... ... ... ..., 3 -- 20 years
Retail facilities and related equipment . . ... ... . .. . . e 3 -- 30 years
OLher. .« . e 3 -- 10 years

Leasehold improvements are depreciated on the straight-line method over the shorter of the initial lease term,
including assured lease renewal periods or the improvement’s estimated useful life.

Expenditures for routine maintenance and repair costs are expensed when incurred. Such expenses are reported in
direct operating expenses in the Company’s Consolidated Statements of Qperations.
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Goodwill and Other Intangible Assets

Goodwill represents the excess of the purchase price (cost) over the fair value of the net assets acquired and is carried
at cost less impairment write-offs. The Company tests goodwill for impairment at the reporting unit level annually. The
reporting unit or units used to evaluate and measure goodwill for impairment are determined primarily from the manner in
which the business is managed. A reporting unit is an operating segment or a component that is one level below an
operating segment. Within our refining segment, the Company has determined that we have two reporting units for
purposes of assigning goodwill and testing for impairment. The Company’s retail and wholesale segments are considered
reporting units for purposes of assigning goodwill and testing for impairment. In addition, goodwill of that reporting unit
is tested for impairment if any events or circumstances arise during a quarter that indicate goodwill of a reporting unit
might be impaired. The Company has elected July 1 as its annual goodwill impairment test date for all of its reporting
units. In accordance with SFAS No. 142, Geodwill and Other Intangible Assets (“SFAS No. 142”), the Company does not
amortize goodwill for financial reporting purposes.

The Company applies SFAS No. 142 in determining the useful economic lives of intangible assets that are acquired.
SFAS No. 142 requires the Company to amortize intangible assets, such as right-of-ways, licenses, and permits over their
economic useful lives, unless the economic useful lives of the assets are indefinite. If an intangible asset’s economic useful
life is determined to be indefinite, then that asset is not amortized. The Company considers factors such as the asset’s
history, its plans for that asset, and the market for products associated with the asset when the intangible asset is acquired.
The Company considers these same factors when reviewing the economic useful lives of our existing intangible assets as
well. The Company reviews the economic useful lives of its intangible assets at least annually and accounts for
impairment losses on intangible assets in accordance with SFAS No. 144, Accounting for the Impairment or Disposal of
Long-Lived Assets, (“SFAS No. 144™).

Other Assefs

Other assets consist of loan origination fees, license agreements, and other assets that are related to various refinery
process units and are stated at cost. Amortization is provided on a straight-line basis over the term of the agreement or the
life of the process units.

Impairment of Long-Lived Assets

In accordance with SFAS No. 144, the Company reviews the carrying values of our long-lived assets for possible
impairment whenever events or changes in circumstances indicate that the carrying amount of assets (o be held and used
may not be recoverable. For assets to be disposed of, we report long-lived assets and certain identifiable intangibles at the
lower of carrying amount or fair value less cost to sell. No impairments of long-lived assets were recorded by the
Company in 2007, 2006 or 2005.

Revenue Recognition

Revenues for products soid are recorded upon delivery of the products to customers, which is the point at which title
is transferred, the customer has the assumed risk of loss, and when payment has been received or collection is reasonably
assured. Transportation, shipping, and handling costs incurred are included in cost of products sold. Excise and other taxes
collected from customers and remitted to governmental authorities are not included in revenue,

On April 1, 2006, the Company adopted Emerging Issues Task Force (“EITF”) Issue No, 04-13, Accounting for
Purchases and Sales of Inventory with the Same Counterparty. This Issue addresses accounting matters that arise when
one company both sells inventory to and buys inventory from another company in the same line of business. Specifically,
the Issue addresses when it is appropriate to measure purchases and sales of inventory at fair value and record them in cost
of sales and revenues and when they should be recorded as an exchange measured at the book value of the item sold. The
application of Issue No. 04-13 reduced net sales and cost of products sold by $144.1 million for the period from April 1 to
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December 31, 2006. If the Issue had been effective at January 1, 2006, our net sales and cost of products sold would have
been reduced by $171.9 million for the full calendar year.

Cost Classifications

Refining cost of products sold includes cost of crude oil, other feedstocks, blendstocks, the costs of purchased
finished products, transportation costs and distribution costs, Retail cost of products sold includes costs for motor fuels
and for merchandise. Motor fuel cost of products sold represents net cost for purchased fuel, including transportation and
motor fuel taxes. Merchandise cost of products sold includes merchandise purchases, net of merchandise rebates and
inventory shrinkage. Wholesale cost of products sold includes the cost of fuel and lubricants, transportation and
distribution costs, service parts and labor, and inventory adjustments.

Refining direct operating expenses include direct costs of labor, maintenance materials and services, chemicals and
catalysts, natural gas, utilities, and other direct operating expenses. Retail direct operating expenses include direct costs of
labor, maintenance materials and services, outside services, bank charges, rent expense, utilities and other direct operating
expenses. Wholesale direct operating expenses include direct costs of labor, transportation expense, maintenance
materials and services, utilities and other direct operating expenses. Direct operating expenses also include insurance
expense and property taxes.

Maintenance Turnaround Expense

Refinery process units require regular major maintenance and repairs which are commonly referred to as “rurn-
arounds.” The required frequency of the maintenance varies by unit, but generally is every four years. Turnaround costs
are expensed as incurred.

Deferred Compensation

As a result of the Giant acquisition, the Company assumed a deferred compensation plan that was terminated in
December 2007. The participant obligations were paid out in January 2008. The total pay out of $2.0 million is included in
Other Accrued Liabilities in the Company’s Consolidated Batance Sheet as of December 31, 2007. The Company
expensed $0.2 million in 2007 in connection with this plan.

In November and December 2005, Western Refining LP, its then limited partner, and Western Refining, Inc.
amended the deferred compensation agreements executed in 2003 and 2004 between certain employees and its then
limited partner. Pursuant to the amended agreements, the Company assumed the obligation of its then limited partner and
the deferred compensation agreements were terminated in exchange for a cash payment of $28.0 million to the
participants in such plan plus the granting of restricted stock. The $28.0 million cash payment was made in January
2006 following the sale of Western Refining, Inc.’s common stock in connection with its initial public offering. In
addition, approximately 1.8 million shares of restricted stock having a value of $30.1 million at the date of grant were
granted in January 2006 to the prior deferred compensation participants. The value of such restricted shares is being
expensed over a two-year pertod, ending in the first quarter of 2008, Deferred compensation expense of $24.0 million for
the year ended December 31, 2005 was recorded as selling, general and administrative expenses in the accompanying
statements of operations.

Stock-based Compensation

Concurrent with the Company’s initial public oftering of common stock on January 24, 2006, the Company adopted
SFAS No. 123 (revised), Share-Based Payment (“SFAS No. 123R”) to account for stock awards granted under the Western
Refining Long-Term Incentive Plan. Under SFAS No. 123R, the cost of employee services received in exchange for an
award of equity instruments is measured based on the grant-date fair vale of the award (with some limited exceptions).
The fair value of each share of restricted stock awarded was measured based on the market price at closing as of the
measurement date and is amortized on a straight-line basis over the respective vesting periods.
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As of December 31, 2007, there had been 2,177,684 shares of restricted stock awarded. Although ownership of the
shares does not transfer to the recipients until the shares have vested, recipients have voting and dividend rights on these
shares from the date of grant. See Note 16, “Stock-Based Compensation.”

Financial Instruments and Fair Value

Financial instruments that potentially subject the Company to concentrations of credit risk primarily consist of
accounts receivable. Chevron Products Company (“Chevron”) was the onty external customer accounting for more than
10% of consolidated net sales for 2007 (see Note 21, “Concentration of Risk™). Credit risk is minimized as a result of the
credit quality of the Company's customer base.

The carrying amounts of cash equivalents, accounts receivable, accounts payable and accrued liabilities approximate
their fair values due to their short-term maturities. The carrying amounts of the Company’s long-term debt also
approximate its fair values. Borrowings under the Company’s Term Loan Credit Agreement and the 2007 Revolving
Credit Agreement can be either base rate loans or be based on an interest rate of LIBOR plus a percentage. See Note 12,
“Long-Term Debt.”

The Company enters into crude oil and refined product forward contracts to facilitate the supply of crude oil to the
refinery and the sale of refined products. We believe that these contracts qualify for the normal purchases and normal sales
exception under SFAS No. 133, Accounting for Derivative Instruments and Hedging Activities, (“"SFAS No. 1337)
because deliveries under the contracts will be in quantities expected to be used or sold over a reasonable period of time in
the normal course of business. These transactions are reflected in cost of products sold in the period in which delivery of
the crude oi] takes place.

In addition, the Company maintains a refined products pricing strategy, which includes the use of forward and swap
contracts, to minimize significant fluctuations in earnings caused by the volatility of refined products prices. The
estimated fair values of forward and swap contracts are based on quoted market prices and generally have maturities of
three months or less. These transactions historically have not qualified for hedge accounting in accordance with
SFAS No. 133 and, accordingly, these instruments are marked to market at each period end and are included in other
current assets or other current liabilities. Gains and losses related to these instruments are included in the statement of
operations as gains (losses) from derivative activities.

The Company does not believe that there is a significant credit risk associated with the Company’s derivative
instruments, which are transacted through counterparties meeting established coltateral and credit criteria. Generally, the
Company does not require collateral from counterparties.

Pension and Other Post-Retirement Obligations

Pension and other post-retirement plan expenses and liabilities are determined on an actuarial basis and are affected
by the market value of plan assets, estimates of the expected return on plan assets, and assumed discount rates and
demographic data.

In December 2006, the Company adopted SFAS No. 158, Employers’ Accounting for Defined Benefit Pension and
Other Postretirement Plans — an amendment to FASB Statemenis No. 87, 88, 106 and 132R, (“SFAS No. 158"), which
requires companies to fully recognize the obligations associated with single-employer defined benefit pension, retiree
healthcare, and other postretirement plans in their financial statements. Previous standards required an employer to
disclose the complete funded status of its plan only in the notes to the financial statements. Under SFAS No. 158, a defined
benefit postretirement plan sponsor must {(a) recognize in its statement of financial position an asset for a plan’s
overfunded status or a liability for the plan’s underfunded status, (b) measure the plan’s assets and its obligations that
determine its funded status as of the end of the employer’s fiscal year (with limited exceptions), and (c) recognize, as a
component of other comprehensive income, the changes in the funded status of the plan that arise during the year but are
not recognized as components of net periodic benefit cost. See Note 14, “Retirement Plans.”
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Asset Retirement Obligations

The Company complies with SFAS No. 143, Accounting for Asset Retirement Obligations (“SFAS No. 143™), which
requires that the fair value of a liability for an asset retirement obligation (*ARQO”)} be recognized in the period in which it
is incurred if a reasonable estimate of fair value can be made. The associated asset retirement costs are capitalized as part
of the carrying amount of the long-lived asset. The increase in the ARC due to the passage of time is recorded as an
operating expense (accretion expense). FASB Interpretation No. 47, Accounting for Conditional Asset Retirement
Obligations — an interpretation of FASB Statement No. 143, (“FIN 47") clarifies the term “conditicnal” as used n
SFAS No. 143 and provides more clarity regarding when an entity would have sufficient information to reasonably
estimate the fair value of an ARO. As a result of the purchase of Giant, the Company assumed $3.9 million in AROs. See
Note 8, “Asset Retirement Obligations.”

Environmental and Other Loss Contingencies

The Company records liabilities for loss contingencies, including environmental! remediation costs, when such losses
are probable and can be reasonably estimated. Environmental costs are expensed if they relate to an existing condition
caused by past operations with no future economic benefit. Estimates of projected environmental costs are made based
upon internal and third-party assessments of contamination, available remediation technology and environmental
regulations. Loss contingency accruals, including those for environmental remediation, are subject to revision as further
information develops or circumstances change and such accruals can take into account the legal liability of other parties.

As a result of purchase accounting related to the Giant acquisition, the majority of our environmental obligations are
recorded on a discounted basis. Where the available information is sufficient to estimate the amount of liability, that
estimate is used. Where the information is only sufficient to establish a range of probable liability and no point within the
range is more likely than another, the lower end of the range is used. Possible recoveries of some of these costs from other
parties are not recognized in the consolidated financial statements until they become probable.

Income Taxes

Income taxes are accounted for under the asset and liability method. Deferred tax assets and liabilities are recognized
to reflect temporary differences between the basis of assets and liabilities for financial reporting purposes and income tax
purposes. Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to taxable income in
the years in which those temporary differences are expected to be recovered or settled. The effect on deferred tax assets
and liabilities of a change in tax rates is recognized in income in the period that includes the enactment date. The Company
classifies interest to be paid on an underpayment of income taxes and any related penalties as income tax expense.

Prior to January 2006, Western Refining LP had not incurred income taxes because its operations were conducted by
an operating partnership that was not subject to income taxes. Partnership capital distributions were periodically made to
the partners to fund the tax obligations resulting from the partners being taxed on their proporticnate share of the
partnership's taxable income.

As a consequence of the initial public offering and change in corporate structure in January 2006, the Company now
recognizes deferred tax assets and liabilities to reflect net tax effects of temporary differences between the carrying
amounts of assets and liabilities for financial and tax reporting purposes. During 2006, the Company recorded income tax
expense of $8.3 million for the cumulative effect of recording its estimated net deferred tax liability. Deferred amounts are
measured using enacted tax rates assumed to be in effect when the temporary differences reverse.

As discussed in Note 13, the Company adopted FASB Interpretation No. 48, Accounting for Uncertainty in Income
Taxes -— an Interpretation of FASB No. 109 (“FIN 48”) effective January 1, 2007.
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Use of Estimates

The preparation of financial statements in conformity with U.S. GAAP requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at
the date of the financial statements and the reported amounts of revenues and expenses during the reporting period. Actual
results could differ from those estimates.

Reclassifications

Certain reclassifications, which the Company determined to be immaterial, have been made to prior balances to
conform to the current presentation.

Recent Accounting Pronouncements

In September 2006, the Financial Accounting Standards Board (“FASB”) published SFAS No. 157, Fair Value
Measurements (“SFAS No. 157”). SFAS No. 157 is intended to eliminate the diversity in practice that exists due to the
different definitions of fair value and the limited guidance for applying those definitions in GAAP that are dispersed
among the many accounting pronouncements that require fair value measurements. SFAS No. 157 retains the exchange
price notion in earlier definitions of fair value, but clarifies that the exchange price is the price in an orderly transaction
between market participants to sell an asset or liability in the principal or most advantageous market for the asset or
tiability. Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date (an exit price), as opposed to the price that would be paid
to acquire the asset or received to assume the liability at the measurement date (an entry price). SFAS No. 157 expands
disclosures about the use of fair value to measure assets and liabilities in interim and annual periods subsequent to initial
recognition. The guidance in this Statement applies for derivatives and other financial instruments measured at fair valve
under SFAS No. 133, Accounting for Derivative Instruments and Hedging Activities (“SFAS No. 1337), at initial
recognition and in all subsequent periods. SFAS No. 157 is effective for financial statements issued for fiscal years
beginning after November 15, 2007, and interim periods within those fiscal years, although earlier application is
encouraged. The Company does not believe SFAS No. 157 will have a significant impact on the Company’s financial
position or results of operation in 2008.

In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and Financial
Liabilities — Including an amendment 1o FASB Statement No. 115 (“SFAS No. 159”). This statement permits entities to
choose to measure many financial instruments and certain other items at fair value that are not currently required to be
measured at fair value. It requires that unrealized gains and losses on items for which the fair value option has been elected
be recorded in net income. The statement also establishes presentation and disclosure requirements designed to facilitate
comparisons between entities that choose different measurement attributes for similar types of assets and liabilities.
SFAS No. 159 was effective for the Company on January 1, 2008, and retrospective application is not permitted. Should
the Company elect to apply the fair value option to any eligible items that exist at January I, 2008, the effect of the first
remeasurement to fair value would be reported as a cumulative effect adjustment to the opening balance of retained
earnings. The Company is currently evaluating the potential impact of this statement on its financial position and results of
operations.

In December 2007, the FASB issued SFAS No. 141 (revised 2007), Business Combinations (“SFAS No. 141R"),
which replaces FASB Statement No. 141. SFAS No. 141R establishes principles and requirements for how an acquirer
recognizes and measures in its financial statements the identifiable assets acquired, the liabilities assumed, any non-
controlling interest in the acquiree and recognizes and measures the goodwill acquired or a gain from a bargain purchase.
SFAS No. 141R also establishes disclosure requirements that will enable users to evaluate the nature and financial effects
of the business combination. SFAS 141R is effective for business combinations which the acquisition date is on or after
the beginning of the first annual reporting period that begins on or after December 15, 2008. The Company is currently
evaluating the potential impact, if any, of SFAS No. 141R on the Company’s financial condition and results of operations.
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3. Acquisition of Giant Industries, Inc.

On May 31, 2007, the Company completed the acquisition of Giant. Under the terms of the merger agreement,
Western acquired 100% of Giant’s 14,639,312 outstanding shares for $77.00 per share in cash. The transaction was funded
through a combination of cash on hand, proceeds from an escrow deposit, and a $1,125.0 million secured term loan. In
connection with the acquisition, the Company borrowed an additional $275.0 million on July 5, 2007, when it retired
Giant's 8% and 11% Senior Subordinated Notes. See Note 12, “Long-Term Debt.”

Giant’s operations include three crude oil refineries, a crude oil transportation and gathering pipeline system, two
finished products distribution terminals, a fleet of crude oil and finished preduct truck transports, a chain of retail service
stationfconvenience stores, wholesale petroleum products distribution facilities and a 16” crude oil transportation
pipeline.

The purchase price of the transaction has been allocated to the assets acquired and liabilities assumed based upon
their fair values on the closing date of May 31, 2007. The estimated fair values were based on an independent appraisal as
well as management’s evaluations of those assets and liabilities.

Since making the preliminary purchase price allocation, the Company gathered additional data and refined certain
assumptions used for the valuation. The revised purchase price and purchase price allocation as of May 31, 2007 were as
follows:

Cash consideration of $77.00 for each common outstanding share of Giant .............. $1,127,227
TranSaCtion COSES . . . v vt et et et e et et e e et e e 21,962
Total purchase pPrice . ... .. ...t et e e 51,149,189
Net working capital . .. ... ... . . e e s $ 198,713
Property, plant, and equipment . ... ... ... ... L. 1,257,826
Intangible ASSelS. . . . . .ot e e e 73,241
GoodwWill ... e e e e e e 299,552
[ 13153 g Vo3 = o A O A 7,695
Long-term debt assumed. . . . ... ... e e s (298,725)
Deferred income taxes (QON-CUITEME) . . o . o vttt ittt e et et et ettt eae e ineas (321,135
Other Habilities . ..o e e e s e e e e . (67,978)
Total PURChASE PIICE . . o o ittt et et e e e e $1,149,189

The Company believes that the Giant acquisition resulted in recognition of goodwill primarily due to Giant’s
industry position, management strength, and business growth potential.

The consolidated statements of operations include the results of Giant’s operations beginning on June 1, 2007. The
following unaudited pro forma information assumes that (i) the acquisition of Giant occurred on January 1, 2006,
(i) $1,125.0 million was borrowed to fund the Giant acquisition on January 1, 2006 and $50.0 million of existing Giant
revolving credit debt was repaid on that date, (iii) depreciation and amortization expense was greater beginning January 1,
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2006, for the increased estimated fair values of assets acquired as of that date, and (iv) income tax expense was less as a
result of the increased depreciation, amortization, and interest expense.

Unaudited Pro Forma

Years Ended
December 31,
2007 2006

3 = - 1= U $8,791,115  $7,579,228
OPerating iNCOME . . . . . vttt et et e e e m et a e n e 390,138 425,354
[T T T 1 17 205,949 217,377
Basic earnings pershare . . .. ... ... . L s 3 307 % 3.32
Diluted earnings per share . . . ... ... .. . . . i i e, 305 330

The unaudited pro forma amounts presented in the table above are for informational purposes only and are not
intended to be indicative of the results that actually would have occurred. Actual results could have differed significantly
had the Company owned Giant for the periods presented. Furthermore, the unaudited pro forma financial information is
not necessarily indicative of the results of future operations.

The unaudited pro forma results of operations for the year ended December 31, 2007, include charges totaling
$28.9 million related to change of contrel and severance payments made to certain Giant employees and $33.4 million
related to estimated remediation costs associated with the Yorktown refinery, See Note 20, “Contingencies” for more
information on environmental matters.

4. Segment Information

The Company is organized into three operating segments based on manufacturing and marketing criteria and the
nature of their products and services, their production processes, and their type of customers. These segments are the
refining group, the retail group, and the wholesale group. A description of each segment and its principal products follows:

Refining Group. The Company’s refining group operates four refineries: one in El Paso, Texas (El Paso refinery),
two in the Four Corners region of Northern New Mexico, one near Gallup and one near Farmington, New Mexica, (Four
Corners refineries), and one near Yorktown, Virginia (Yorktown refinery). Each of these refineries has its own product
distribution terminal. It also operates a crude oil transportation and gathering pipeline system in New Mexico, an asphalt
plant in El Paso, two stand-alone finished products distribution terminals, four asphalt distribution terminals, and a fleet of
crude oil and finished product trucks. The four refineries make various grades of gasoline, diesel fuel, and other products
from crude oil, other feedstocks, and blending components. The Company also acquires finished products through
exchange agreements and from various third-party suppliers. The Company sells these products through its own service
stations and wholesale group, independent wholesalers and retailers, commercial accounts, and sales and exchanges with
major oil companies. The Company purchases crude oil, other feedstocks, and blending components from various
suppliers. A subsidiary operates a common carrier 16” pipeline with Federal Energy Regulatory Commission (“FERC”)
tariffs which detivers crude oil from Southeast to Northwest New Mexico.

Retail Group. The Company’s retail group operates service stations, which include convenience stores or kiosks.
The service stations sell various grades of gasoline, diesel fuel, general merchandise, and beverage and food products to
the general public. The Company’s refining group or wholesale group supply substantially all the gasoline and diesel fuel
that the retail group sells, The Company purchases general merchandise and food products from various suppliers. At
December 31, 2007, the Company’s retail group operated 154 service stations with convenience stores or kiosks located in
Arizona, New Mexico and Colorado.

Wholesale Group. The Company’s wholesale group includes several lubricant and bulk petroleumn distribution
plants, unmanned fleet fueling operations, a bulk lubricant terminal facility, and a fleet of finished product and lubricant
delivery trucks. The wholesale group distributes commercial wholesale petroleum products primarily in Arizona,
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California, Colorado, Nevada, New Mexico, Texas and Utah. The Company’s wholesale group purchases petroleum fuels
and lubricants from suppliers and from the refining group.

Segment Accounting Principles. Operating income for each segment consists of net revenues less cost of products
sold, direct operating expenses, selling, general and administrative expenses, maintenance turnaround expense, and
depreciation and amortization. Cost of products sold reflects current costs adjusted, where appropriate, for LIFO and
lower of cost or market inventory adjustments. Intersegment revenues are reported at cost plus a standard markup for profit.

Operations that are not included in any of the three segments mentioned above are included in the category “Other.”
These operations consist primarily of corporate staff operations. Other items of income and expense, including income
taxes, are not allocated to operating segments.

The total assets of each segment consist primarily of cash and cash equivalents, net property, plant and equipment,
inventories, net accounts receivable, and other assets directly associated with the segment’s operations. Included in the
total assets of the corporate operations are cash and cash equivalents, various accounts receivable, net property, plant and
equipment, and other long-term assets. Fixed assets include the fair value of the assets acquired from Giant in May 2007.

Disclosures regarding the Company’s reportable segments with a reconciliation to consolidated totals for the twelve
months ended December 31, 2007, 2006 and 2005, are presented below. Prior to May 31, 2007, the Company operated as
one business segment and all sales were derived from external customers. Financial information for 2007 includes the
operations of Giant for the seven months ended December 31, 2007, only.

For The Year Ended December 31, 2007

Refining Group Retail Group Wholesale Group Other Consolidated
{In thousands)
Net sales to external customers . ... ... $5,998,420 $433,276 $873,324 hY 12 $7,305,032
Intersegment revenues(1). .. ...... ... 1,093,993 23,055 118,583 — —
Depreciation and amortization . . ... ... 56,537 4,387 2,477 792 64,193
Capital expenditures .. ............. 263,399 5,501 4,856 3,317 277,073
Operating income (loss) . ........... 418,122 10,529 9,585 {49,084) 389,152
Other income (expense), net . ... ... .. (48.649)
Income before income taxes ......... $ 340,503
Total assets, excluding goodwill, at
December 31,2007 .............. $2,559,288 $172,120 $182,271 $346,485  $3,260,164
Goodwill . ........ ... ... ..., ... 248,343 27,610 23,599 _— 299,552
Total assets at December 31, 2007. . ... $2,807,631 $199,730 $205,870 $346,485 $3,559,716

(1) Intersegment revenues of $1,235.6 million have been eliminated in consolidation.

76




WESTERN REFINING, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

For The Year Ended December 31, 2006

Refining Group  Retail Group  Wholesale Group Other Consolidated
(In thousands)
Net sales to external customers . ... ... $4,199,383 $ — 5§ — $ —  $4,199,383
Intersegment revenues . . .. .......... — - — — —
Depreciation and amortization . . ... ... 13,624 — — — 13,624
Capital expenditures .. ............. 120,211 — — — 120,211
Operating income (loss) .. .......... 328,646 _ — (26,863) 301,783
Other income (expense), net .. .. ... .. 15,370
Income before income taxes ......... $ 317,153
Total assets at December 31, 2006. . . .. $ 617,521 5 — $ — $291,002 § 908,523
For The Year Ended December 31, 2005
Refining Group Retail Group Whaolesale Group Other Consolidated
{In thonsands)

Net sales to external customers . . ... .. $3,406,632 $ — $ — b —  $3,406,632
Intersegment revenues. . ............ — — — — —
Depreciation and amortization . . . . . . .. 6,272 — — — 6,272
Capital expenditures ............... 87,988 —_ — — 87,988
Operating income (loss) . ......... .. 258,772 — — (41,776) 216,996
Other income (expense), net . ........ (15,947)
Income before income taxes ......... $ 201,049
Total assets at December 31, 2005. . ... $ 463,205 $ — § — $180,433 $ 643,638
5. Inventories

Inventories were as follows:

December 31,
2067 2006
(In thousands)

Refined products(l) . . . ... o e $308,603 § 66,772

Crude oil and other raw materfals. . . .. ... .. i e e 262,809 93,380

LU CANIS . o .ttt et e e e e e e 15,750 —

Convenience store merchandiSe . .. .. oo v ittt ittt e i e e 11,510 —

I 110 3 =T P $598.672 $160,152

(1) Includes $24.0 million of inventory valued using the FIFO valuation method at December 31, 2007,

The Company determines market value inventory adjustments by evaluating crude oil and refined products of its
refining segment inventory on an aggregate basis by geographic region. Ending inventory costs in excess of market value
are written down to net realizable market values and charged to cost of products sold in the period recorded. In subsequent
periods, a new lower of cost or market determination is made based upon current circumstances. The current cost of our
inventories exceeded LIFO costs by $256.1 million and $82.5 million at December 31, 2007 and 2006, respectively. The
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increase in inventories in 2007 is primarily related to the acquisition of Giant. LIFO cost per barrel of the Company’s
refined products and crude oil and other raw materials inventories as of December 31, 2007 and 2006 is shown below:

December 31,
2007 2006
LIFO LIFO
LIFO Cost Per LIFO Cost Per
Barrels Cost Barrel Barrels Cost Barrel

(In thousands, except cost per barrel)
Refined products ... ................. 3907 $284,621 $72.85 1,500 $ 66,772 $44.51
Crude oiland other .. ................ 4,848 262,809 5421 2,398 93,380 38.94

8,755 $547.430 62.53 3,898 $160,152 41.09

Retail refined product (fuel) inventory values are determined using the first-in, first-out, or FIFQ, inventory valuation
method. Retail merchandise inventory value is determined under the retail inventory method. Wholesale finished product
inventories are determined using the FIFO inventory valuation method. Finished product inventories originate from either
our refineries or from third-party purchases. Wholesale lubricant and related inventories are valued on the FIFO inventory
valuation method.

6. Other Current Assets

Other current assets were as follows:

December 31,
2007 2006
(In thousands)

Income tax receivable . .. ... ..ottt e e e 564,187 § —
Materials and chemicals INVENtOIES . . . .. oottt e e e 22,636 5,412
Derivative activities receivable. . ... ... e 10,429 2,162
Spare Parts INVENIOTIES . . . . ot ot it it e e e e 859 2,207
0 1o 330 5

Other CUTENL @SSELS . . ., L . vttt ettt e et ettt ettt e e s $98.441  $9.786

7. Property, Plant, and Equipment

Property, plant, and equipment were as follows:

December 31,
2007 2006

(In thousands)
Refinery facilities and related equipment .. . ... ........ ... ... ... . .... $1,245,323  $206,799
Pipelines, terminals and transportation equipment. . ... ................-.. 98,945 11,445
Retail and wholesale facilitics and related equipment . . . .................. 151,202 —
OHhET . . e e 8,525 13
ConStruCton IN PIOGIESS « . . v v v e vttt i e et et e 306,228 64,952
1,810,223 283,209
Accumulated depreciation .. ... ... ... L L e e e (83,996) (27,332)
Property, plant, and equipment, net. .. ....... e $1,726,227  $255,877
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The Company capitalized interest of $5.8 million in 2007, less than $0.1 million in 2006, and $1.3 million in 2005.
Interest expense was $57.6 million, $0.7 million, and $6.2 million for 2007, 2006 and 2005, respectively. Depreciation
expense was $58.1 million, $13.6 million and $6.1 million in 2007, 2006 and 2005, respectively.

8. Asset Retirement Obligations

In conjunction with the Giant acquisition, the Company assumed asset retirement obligations (“ARQ”) related to the
prior operations of Giant. The estimated fair value of the ARO is based on the estimated current cost escalated to an
inflation rate and discounted at a credit adjusted risk-free rate. This liability is capitalized as part of the cost of the related
asset and amortized using the straight-line method. The liability accretes until the Company settles the liability. The
legally restricted assets that are set aside for purposes of settling ARO liabilities were $0.4 million as of December 31,
2007, and are included in “Other Assets” in the Company’s consolidated balance sheet. These assets are set aside to fund
costs associated with the closure of certain solid waste management facilities.

The Company has identified the following AROs:

Landfills. Pursuant to Virginia law, the two solid waste management facilities at the Yorktown refinery must satisfy
closure and post-closure care and financial responsibility requirements.

Crude Pipelines. The Company’s right-of-way agreements generally require that pipeline properties be returned to
their original condition when the agreements are no longer in effect. This means that the pipeline surface facilities must be
dismantled and removed and certain site reclamation performed. The Company does not believe these right-of-way
agreements will require it to remove the underground pipe upon taking the pipeline permanently out-of-service.
Regulatory requirements, however, may mandate that such out-of-service underground pipe be purged at the time the
pipelines are taken permanently out of service.

Storage Tanks. The Company has a legal obligation under applicable law to remove or close in place certain
underground and aboveground storage tanks, both on owned property and leased property, once they are taken out of
service. Under some lease arrangements, the Company has also committed to restore the leased property to its original
condition.

Other. The Company also identified certain refinery piping and heaters as a conditional ARO since it has the legal
obligation to properly remove or dispose of materials that contain asbestos that surround certain refinery piping and
heaters.

The following table reconciles the beginning and ending aggregate carrying amount of the Company’s AROs for the
twelve months ended December 31, 2007:

2007
(In thousands)
Liability at beginning of year ... ... ... .. ... o e S —
Liabilities assumed in acquisition .. .. ... ... . ... i e 3,880
Liabilities incurred . . . . ... ..o e e 66
Liabilities settled . .o ..ot e e e (100)
ACCTEHON EXPENSE . . . ot i i e 175
Liability at end of period . . ... ... . i e $4,021

9. Goodwill and Other Intangible Assets

The Company had goodwill of $299.6 million at December 31, 2007, and no goodwill at December 31, 2006. The
change in the carrying amount of goodwill for the year ended December 31, 2007, was due exclusively to the additions
related to the Giant acquisition. Goodwill is not deductible for income tax purposes.
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A summary of intangible assets that are included in “Other Assets” in the Consolidated Balance Sheet is presented in

the table below:

December 31, 2007 December 31, 2006 Weighted
Gross Net Gross Net Average
Carrying Accumulated Carrying Carrying Accumulated Carrying Amortization
Value Amortization Value Value Amortization Value Period (Years)
{In thousands)
Amortizable assets:
Licenses and permits . .. $40,100  $(2,269) $37,840  $1,096 $ (289 § 807 12.2
Paid-up technology . ... 9,600 (437) 9.163 — — — 13.0
Customer relationships. . 3,300 (124) 3,176 — — — 15.0
Right-of-ways . .. ... .. 803 (29) 774 — — — 19.9
Other .............. 915 (46) 869 — — — 12.0
54,727 (2,905) 51,822 1,096 (289) 807
Unamortizable assets:
Trademarks . ... .. ..., 5,300 — 5,300 — — —
Liquor licenses .. ... .. 14,872 — 14,872 — — —

$74,899  $(2,905) $71,994  $1,096 $ (289 $ 807

the next five fiscal years is $4.4 million yearly.

10. Other Assets, Net of Amortization

Other assets, net of amortization, consisted of the following:

Intangible asset amortization expense for 2007 was $2.6 million, based upon estimates of useful lives ranging from
12 to 20 years. Intangible asset amortization for 2006 and 2005 was not significant. Estimated amortization expense for

December 31,
2007 2006

(In thousands)
Escrow deposit and costs relating to the Giant acquisition. .. .................. $  —  $29.344
Intangible assets, other than goodwill . .. .. ... ... ... ... .. ... ... ... . ... .. 71,994 807
Unamortized 10an fees . . . . o v oottt et e e e e 16,889 1,802
OEher. . . e e e e e 7,902 99
Other assets, net of aMOrtization. . ... ... ... .. ... . ittt $96,785  $32,052
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11. Accrued Liabilities

Accrued liabilities consisted of the following:

December 31,

2007 2006
(In thousands)
BXCISE KOS « v v v e vttt et e et e et e e et e et e e e $ 38,122  $10,045
Payroll and related costs . ... ... .. .. 30,860 16,829
Property Taxes. . . ... it e e e e 14,157 9,502
Environmental Reserve . ... ... ... ... ittt 12,582 —
L0 1411 P 12,034 171
0 | $107,755  $36,547

12. Long-Term Debt

Long-term debt consisted of the following:
December 31,

2007 2006
{In thousands)
Term Loan. . ... e e e e e $1,293500 % —
2007 Revolving Credit Agreement . ........ .. ...t 290,000 -—
Senior Subordinated Notes . . .. .. ... ... e — —
Total long-term debt . . . . ... .. ... 1,583,500 —
Current portion of long-termdebt . ... ........ ... .. ... ... L . (13,000) —
Long-term debt, net of current portion. . .. .............cvtiiurinn... $1,570,500 % —

Term Loan Credit Agreement. On May 31, 2007, in connection with the acquisition of Giant, the Company entered
into a Term Loan Credit Agreement (“Term Loan Agreement”) with a group of banks. The Term Loan Agreement has a
maturity date of May 30, 2014, The Term Loan Agreement provides for loans of up to $1,400 million, of which
$1,125.0 million was borrowed on May 31, 2007, to fund the acquisition, and $275.0 million was borrowed on July 5,
2007, to pay off Giant’s 11% Senior Subordinated Notes and 8% Senior Subordinated Notes (together the “Senior
Subordinated Notes™). The Term Loan Agreement provides for principal payments of (.25% of the original principal
amount of the loan on a quarterly basis ($13 million annually for the next five years).

The Company may request increases in the borrowing capacity under the Term Loan Agreement by an amount
which, when taken together with all similarly requested increases in the borrowing capacity under the Revolving Credit
Agreement discussed below, does not exceed $300 million.

The Term L.oan Agreement, which is secured by the Company’s fixed assets, including its refineries, was used to
finance the merger and for related transaction expenses. The Term Loan Agreement provides for a commitment fee of
0.75% per annum on the unused portion. Borrowings can be either base rate loans or be based on an interest rate of LIBOR
plus 1.75%. The annual interest rate at December 31, 2007, was 6.56%. The average interest rate for the seven months
ended December 31, 2007, was 6.95%. The Term Loan Agreement contains customary restrictive covenants, including
limitations on debt, investments and dividends, and financial covenants relating to minimum interest coverage and
maximum leverage. The Company made principal payments on the Term Loan of $106.5 million in 2007.

2007 Revolving Credit Agreement. On May 31, 2007, the Company also entered into a Revolving Credit
Agreement (the “2007 Revolving Credit Agreement”) with a group of banks. The 2007 Revolving Credit Agreement
matures on May 31, 2012. The 2007 Revolving Credit Agreement, secured by certain cash, accounts receivable and
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inventory, can be used to refinance existing indebtedness of the Company and its subsidiaries, to finance working capital
and capital expenditures, and for other general corporate purposes. The 2007 Revolving Credit Agreement is a collateral-
based facility with total borrowing capacity, subject to borrowing base amounts based upon eligible receivables and
inventory, of up to $500 million, and provides for letters of credit and swing line loans. As of December 31, 2007, the
Company had net availability of $92.9 miltlion due to $117.1 million in letters of credit outstanding and $290.0 million in
direct borrowings.

The Company may request increases in the borrowing capacity under the 2007 Revolving Credit Agreement by an
amount which, when taken together with all similarly requested increases in the borrowing capacity under the Term Loan
Agreement, does not exceed $300 million. On February 19, 2008, the Company exercised this option and increased the
borrowing capacity under the Revolving Credit Agreement to $800 miltion. If the increase of the Company’s line of credit
had been in place at December 31, 2007, its availability would have been increased to $392.9 million.

The 2007 Revolving Credit Agreement provides for a quarterly commitment fee ranging from 0.25% to 0.50% per
annum, subject to adjustment based upon the Company’s conselidated leverage ratio, and letter of credit fees ranging from
1.25% to 2.00% per annum payable quarterly, subject to adjustment based upon the Company’s consolidated leverage
ratio. Borrowings can be either base rate loans or be based on an interest rate of LIBOR plus 1.25% to 2.00%, subject to
adjustment based upon the Company’s consolidated leverage ratio. Borrowing rates are initially based on PRIME plus
0.75% or LIBOR plus 1.50%, as elected, subject to adjustment based on the leverage ratio. The annual interest rate at
December 31, 2007, was 6.98%. In addition to the borrowing base limitations, availability under the 2007 Revolving
Credit Agreement is subject to the accuracy of representations and warranties and absence of a default. The 2007
Revolving Credit Agreement contains customary restrictive covenants, including limitations on debt, investmenis and
dividends, and financial covenants relating to minimum interest coverage and maximum leverage.

On January 31, 2008, the Company entered into an amortizing LIBOR interest rate swap for a portion of its term debt.
The notional amount of the swap is $1.0 billion in year one, $750.0 million in year two, $500.0 million in year three, and
$250.0 million in year four. The interest rate is fixed at 5.395% for the life of the swap.

Senior Subordinated Notes. In connection with the Giant acquisition, the Company assumed debt obligations for
$280.0 million (at face value) related to Giant’s 11% Senior Subordinated Notes due 2012 and 8% Senior Subordinated
Notes due 2014, These debt obligations were recorded at fair value of $298.7 million as of May 31, 2007, On July 5, 2007,
the Company retired these obligations paying $299.5 million plus accrued interest, The retirement resulted in a loss of
$0.8 million.

2005 Revolving Credit Facility. In July 2005, Western Refining LP entered into a revolving credit facility with a
group of banks (the “2005 Revolving Credit Facility”), which was amended and restated in January 2006 in connection
with the closing of the Company’s initial public offering to add Western Refining, Inc. as a co-borrower and to lower the
interest rates and fees charged on the facility. As a result of entering into the 2007 Credit Agreement and Term Loan
Agreement described above, the Company terminated the 2005 Revolving Credit Facility.

Guarantees. The Term Loan Agreement and the 2007 Revolving Credit Agreement (together, the “Agreements™)
are guaranteed, on a joint and several basis, by subsidiaries of Western Refining, Inc. The Senior Subordinated Notes also
were guaranteed, but these guarantees terminated on July 5, 2007 concurrent with the payoff of the debt on that date. The
guarantees related to the Agreements remain in effect until such time that the terms of the Agreements are satisfied and
subsequently terminated. Amounts potentially due under these guarantees are equal to the amounts due and payable under
the respective agreements at any given time. No amounts have been recorded for these guarantees. The guarantees are not
subject to recourse to third parties.

Letters of Credit

The 2007 Revolving Credit Agreement provides for the issuance of letters of credit. The Company obtains letters of
credit and cancels them on a monthly basis depending upon its needs. At December 31, 2007, there were $117.1 million of
irrevocable letters of credit outstanding, issued almost exclusively to crude oil suppliers.
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13. Income Taxes

As discussed in Note 1, “Organization and Basis of Presentation,” as a consequence of the Company’s initial public
offering and the change in corporate structure, the Company is required to recognize deferred tax assets and liabilities to
reflect net tax effects of temporary differences between the carrying amounts of assets and liabilities for financial and tax
reporting purposes. In connection with the change to a corporate holding company structure immediately prior to the
closing of the initial public offering, the Company recorded income tax expense of $8.3 million during 2006 for the
cumulative effect of recording its estimated net deferred tax liability. The impact of recording the estimated net deferred
tax liability decreased diluted earnings per share by $0.13 for the twelve months ended December 31, 2006. In addition,
the Company began recording a current provision for income taxes during the first quarter of 2006.

The following is an analysis of the Company’s consolidated income tax expense for the year ended December 31,
2007 and 2006:

December 31,
2007 2006
(In thousands)
Current:
Faderal . ..o oo e e $901373 § 84,113
1Y 1 £~ S A 8,263 2,937
Total CUTTENL. . . . . . . ittt et et et e e 99,636 87.050
Deferred:
Federal .. ..ot i e e e e e e e e e 1,181 16,174
LS . . . ottt e e e e e e e e e e 1,075 830
Net deferred tax liability recognized upon change to taxable entity .......... — 8,319
Total deferred . . .. .. o e e e e e e e e 2,256 25,323
Provision for INCOmMe taXesS . ... ittt it e s n e $101,892  $112,373

The Company paid $160.7 million and $86.4 million in income taxes for 2007 and 2006, respectively. The following
is a reconciliation of total income tax expense to income taxes computed by applying the statutory federal income tax rate
(35%) to income before income tax expense for the years ended December 31, 2007 and 2006:

2007 2006
(In thousands}

Tax computed at the federal statutory rate. . . ... ... ... iiiiiavin.n $119,176  $111,004
State income taxes, net of federal tax benefit . .............. .. ... ... ... 5,613 2,438
Deferred taxes recognized upon change to a taxableentity. . . ... ... ... ... .. — 8,319
Federal tax credit for production of ultra low sulfur diesel. . ................. (16,657) (7,287)
Manufacturing activities deduction . . ........ ... . . o o (5,993) (2,844)
Adjustment for period not taxed asanentity . . ..... ... .. .o an — 795
L 11 4T3 U 4 U+ (O (247) (52)

Total INCOME 1AX BXPEIISE .« o oot e et e et e e e et et et e s $101,892  $112,373

The effective tax rate for 2007 was 29.9% as compared to the Federal statutory rate of 35%. The effective tax rate was
lower primarily due to the federal income tax credit available to small business refiners related to the production of ultra
low sulfur diesel fuel and the manufacturing activities deduction.
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In 2006, the effective tax rate was 35.4%, including the one-time charge of $8.3 million recognized upon the change
to a corperate holding company structure and the resulting change to a taxable entity. This one-time charge increased the
effective tax rate by 2.6% for 2006.

The Company adopted FIN 48 effective January 1, 2007. FIN 48 clarifies the accounting for uncertainty in income
taxes recognized in the financial statements. As of January 1, 2007, the Company did not believe it had any tax positions
that met the criterion for unrecognized tax benefits. As a result, no amounts were recognized in the liability for
unrecognized tax benefits. The Company did not adjust the opening balance of retained earnings as of January 1, 2007,

As a result of the Giant acquisition on May 31, 2007, the Company recorded a liability of $5.2 million for
unrecognized tax benefits, of which $0.5 million would affect the Company’s effective tax rate if recognized. As of
December 31, 2007, the Company had accrued $0.4 million in its consolidated balance sheet for interest and penalties. In
addition, the Company does not believe that it is reasonably possible that the total amounts of unrecognized tax benefits
may significantly change within the next twelve months.

The following is a recenciliation of unrecognized tax benefits for the current period:

Unrecognized tax benefits at December 31, 2006, . ... ... ittt § —
Increase in unrecognized tax benefits from acquisition. . . ....... ... ... .. . . 5,165
Unrecognized tax benefits at December 31, 2007 . . .. . ... ... ... ... . .. .. . . $5,165

Through December 31, 2007, there have been no changes in the Company’s unrecognized tax benefits in connection
with settlements or due to lapses of statutes of limitation,

The Company classifies interest to be paid on an underpayment of income taxes and any related penalties as income
tax expense. The Company recognized $0.1 million for the twelve months ended December 31, 2007, in its consolidated
statement of operations for interest and penalties related to uncertain tax positions. The tax years 2003-2006 remain open
to examination by the major tax jurisdictions {primarily U.S. Federal, Texas, Virginia, Maryland, New Mexico, Arizona,
and California) to which the Company is subject.
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The tax effects of significant temporary differences representing deferred income tax assets and liabilities were as
follows:

As of December 31,
2007 2006
Assels Liabilities Net Assets Liabhilities Net
{In thousands)

Current deferred taxes

Inventories . .. ..ovv i $ — $46233) $ (46233 § — $(3,233) $ (3,233)
Stock-based compensation. . . ......... 946 —_ 946 1,048 — 1,048
Othercurrent, net . .. ............... — (673) (673) — (890) (890)

Current deferred taxes. . ........... $ 946 % (46,906) $ (459600 51,048 § (4,123) $ (3,075

Noncurrent deferred taxes

Property, plant, and equipment . ....... $  —  $(357,181) $(357,181) $§ —  $(24,858) $(24,858)
Intangible assets . ... ............... — (13,876) (13,876) — — —_
Pension obligations. . . .............. 8,143 — 8,143 2,317 — 2,317
Postretirement obligations . . . ......... 2,933 — 2,933 565 — 565

Adjustment to recognized unfunded
pension liability pursuant to

SFAS No. 158................... —_ - — — 4,848 — 4,848
Environmental obligations. . ... ....... 14,864 — 14,864 —_ — —
Other noncurrent, net . .. ............ 3,693 — 3,693 — (273) (273}

Noncurrent deferred taxes .......... 29,633 371,057y (341424) 7,730  $(25,131y $(17.401)

Total deferred taxes. . . ............ $30,579  $(417,963) $(387,384) $8,778  $(29,254) $(20,476)

The following table presents the computation of unaudited pro forma income tax expense and unaudited pro forma
net income for the year ended December 31, 2005:

2005
(In thousands)
Income before iNCOME LAXES . . . .« .o vvt ettt it ea ey $201,049
Effective pro forma inCOme tax rate .. ... ... . .t e i e 35.7%
Unaudited pro forma income taxX eXpense . ... . ... ... ... .. ittt $ 71,774
Unaudited pro forma net inCome. . . ... ... . i i e e $129,275

The unaudited pro forma provision for income tax information presented in the table above, represents the tax effects
that would have been reported had the Company and its subsidiaries been subject to federal and state income taxes as a
corporation for 2005. The unaudited pro forma income tax expense reflects a blended statutory rate of 35.7%. This rate
includes a federal rate of 35.0% and a state income tax rate of 0.7% (net of federal benefit). Actual rates and income tax
expenses could have differed had the Company been subject to federal and state income taxes for 2005. Therefore, the
unaudited pro forma amounts are for informational purposes only and are intended to be indicative of the results of
operations had the Company been subject to federal and state income taxes for all periods presented.

In May 2006, the State of Texas enacted a new business tax that is imposed on our gross margin to replace the State’s
current franchise tax regime. The new legislation’s effective date is January 1, 2008, which means that our first Texas
Margins Tax (“TMT”) return will not become due until May 15, 2008, and will be based on our 2007 operations. Although
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the new TMT is imposed on an entity’s gross margin rather than on its net income, certain aspects of the tax make it similar
to an income tax. The TMT did not significantly impact the Company’s effective tax rate or current year tax provision.

14. Retirement Plans

In December 2006, the Company adopted SFAS No. 158, which requires companies to fully recognize the
obligations associated with single-employer defined benefit pension, retiree healthcare, and other postretirement plans
in their financial statements. Previous standards required an employer to disclose the complete funded status of its plan
only in the notes to the financial statements. Under SFAS No. 158, a defined benefit postretirement plan sponsor must
(a) recognize in its statement of financial position an asset for a plan’s overfunded status or a liability for the plan’s
underfunded status, (b) measure the plan’s assets and its obligations that determine its funded status as of the end of the
employer’s fiscal year (with limited exceptions), and (c) recognize, as a component of other comprehensive income, the
changes in the funded status of the plan that arise during the year but are not recognized as components of net periodic
benefit cost pursuant to SFAS No. 87, Employers’ Accounting for Pensions, or SFAS No. 106, Emplovers’ Accounting for
Postretirement Benefits Other Than Pensions. SFAS No. 158 also requires an employer to disclose in the notes to financial
statements additional information on how delayed recognition of certain changes in the funded status of a defined benefit
postretirement plan affects net periodic benefit cost for the next fiscal year.
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Pensions

The following tables set forth significant information about the Company’s pension plans for certain El Paso and
Yorktown refinery employees, the reconciliation of the benefit obligation, plan assets, funded status and significant
assumptions and are based upon an annual measurement date of December 31:

As of December 31,

2007 2006
(In thousands)
Benefit obligation at beginning of the year. . ....... ... ... .. ... .. . .. $29485 $15.271
ACQUISTHION . . ottt i e 19,430 —
B EIVICE COSE. o v vt et it i e s e e e e e e e e e 3,205 1,597
ItErESt COSL. . o o ottt et e e e e 2,409 1,122
Actuarial (gain) Floss .. ... e e (171) 11,522
Benefits paid . . . .. .. ... e {416) 27
Plan amendments. . oo oot v e e e e e e (1,586) —_
Benefit obligation at end of year .. ... ... ... e $52446 §$ 29485
Fair value of plan assets at beginning of year. .. ... ... ... ... .. ... ... ... $ 5541 § 2,190
ACUISIHION . . ..ot i i e e e e e e e 8,835 —
Company contribution . . .. .. .. . e e e e 7.200 2,890
Actual return on plan assets. . ... ... ... L e e e e 401 488
Benefits paid . . . . ..o e e e (416) (27)
Fair value of plan assets atend of year ... ... ... .. ... ... . . i, §21,561 % 5541
Funded Statis . ..o vttt it et e e e e e $(30,885) $(23,944)
Amount recognized in the Balance Sheet:
Noncurrent liabilities . .. . ... ... . i e e $(30,885) $(23,944)
Pre-tax unrecognized net loss included in
Accumulated Other Comprehensive Income .. .. ..., ... ... .. ....... $12,544 $ 13,586
Accumulated benefit obligation . ... ... ... ... ... ... ... $ 29,644 $ 10,027
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Year Ended December 31,

2007 2006 2005
(It thousands)

Net periodic benefit cost includes:

SEIVICE COSL .« . i i e e e e e $3,205 $1.,597 $2,555
INterest COSt . ... vttt e e it e e e 2,409 1,122 777
Expected returti O assets ... ..ot tit et e i e (1,035) (298) (105)
Recognized net actuarial loss. . . ... ... . oo i 788 200 260
Recognized curtailment (gain} /loss ................. . ... .., (869) — —
Net periodic benefit cost. . .. .. ... ... . . L $4588 $2.621 $3,487

Weighted-average assumptions used to determine benefit obligations at
December 31, 2007:

DISCOUNE TAte . . .. .. e i e 6.26% 593% 6.50%
Rale of compensation inCrease . . . .......oveen e ennan s 331% 3.00%  3.00%
Weighted-average assumptions used to determine net periodic benefit
cost:
DHSCOUNt Tate . . . . ...t e 593% 593%  6.50%
Expected long-term return on assets . .. .. ...... ... ... 145%  6.50%  6.50%
Rate of compensation increase . . .. ... ... ... ... .. ... 3.23% 3.00% 3.00%

The Company’s expected long-term rate of return on assets assumption is derived from a study conducted by third-
party actuaries. The study includes a review of anticipated future long-term performance of individual asset classes and
consideration of the appropriate asset allocation strategy given the anticipated requirements of the plan to determine the
average rate of earnings expected on the funds invested to provide for the pension plan benefits. While the study gives
appropriate consideration to recent fund performance and historical returns, the assumption is primarily a long-term,
prospective rate.

The primary investment strategy is the security and long-term stability of plan assets, combined with moderate
growth that corresponds to participants’ anticipated retirement dates. Investments should also provide for sufficient liquid
assets to allow the plan to make distributions on short notice to participants who have died or become disabled and are
entitled to benefits, Pension plan assets at December 31, 2007, were held in equity securities (67.4%), debt securities
(31.5%) and other (1.1%). In 2007, the Company contributed $3.9 million for the pension plan covering certain El Paso
refinery employees and $3.3 million to its pension plan for the Yorktown refinery. In 2008, the Company expects to
contribute $6.3 million to its pension plan for the El Paso refinery and $3.1 million to its pension plan for the Yorktown
refinery.

Actual changes in the fair market value of plan assets and differences between the actual return on plan assets and the
expected return on plan assets could have a material effect on the amount of pension expense ultimately recognized. The
assumed return on plan assets is based on management’s ¢xpectation of the leng-term return on the portfolio of plan
assets, The discount rate used to compute the present value of plan liabilities was based on rates of high grade corporate
bonds with maturities sirnilar to the average period over which benefits will be paid.

The Company expects to recognize in other comprehensive income approximately $0.8 million of net periodic
benefit cost related to the amortization of actuarial loss during 2008.
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The following benefit payments, which reflect future service, are expected to be paid in the year indicated:

Pension
Benefits
(EIn thousands)

2008 . e e e e e e e e e $ 1,669
2000 e e e e et 2,144
7.2 3 2,378
7.0 R 2,615
75 ) 1 T 3,161
20032007 . e e e e e 19,785

The table below provides information on the incremental effect of applying SFAS No. 158 on individual line items in
the Company’s consolidated balance sheet as of December 31, 2006:

As of December 31, 2006

Before
Application of SFAS After Application
No. 158 Adjustments of SFAS No. 158
(In thousands)

Liability for pension benefits . .................. $ 10,358 $13,586 $ 23,944
Deferred income tax liability. . ... ... ............. 22,249 (4,848) 17,401
Total long-term Habilities ... ... .. .............. 34,199 8,738 42,937
Accumulated other comprehensive loss . . .......... $ — $(8,738) $ (8,738)
Total stockholders’ equity. .. ................... 530,339 (8,738) 521,601

Postretirement Obligations

The following tables set forth significant information about the Company’s retiree medical plans for certain El Paso
and Yorktown employees. Unlike the pension plans, the Company is not required to fund the retiree medical plans on an
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annua! basis. Based on an annual measurement date of December 31, and a discount rate of 6.55% to determine the benefit
obligation, the components of the postretirement obligation at December 31, 2007 and 2006 are:

As of December 31,

2007 2006
(In thousands)
Benefit obligation at beginning of the year. .. . ........ .. ... .. ............... $1,585 § 1,369
ACQUISILION . . . o .t e e e e 5,458 —
SIVICE GOl . i it i i e e e e e e e e 228 55
INterest OBt . . . e e e 305 87
Actuarial (Zain) loss . .. .. e et 257) 74
Benefits paid. . . ... . . e e (13) —
Benefit obligation atend of year . . ... ... . ... . . ... .. e $7306 $1,585
Funded status . . . ... o e e e $(7.306) 3$(1,585)
Amount recognized in the Balance Sheet:
Current Habiliies . .. ..ottt e e e e e $ 49 $§ —
Noncurrent Habilities . . ... ... it i e e et i e et (7,257  (1,585)
Net amount tecogmizZed .. ... .. e e e e $(7,306)  $(1,585)
Amounts recognized in Accumulated Other Comprehensive Income:
Unrecognized net {(gain} /108S . ... ..ottt e 29y §8 —

Year Ended December 31,
2007 2006 2005
(In thousands)

Net periodic benefit cost includes:

SEIVICE COSt .« . .o e e $228 $55 %53
INterest COSt . .o ittt ittt 305 87 T
Amortization of net (gain) /loss .. ....... ... .. .. (128) 74 (4)
Net periodic benefit cost. . ........ .o i $405 $216 $120

The weighted-average discount rate used to determine net periodic benefit costs was 6.41%. The following benefits
payments are expected to be paid in the year indicated:

Post-Retirement
Benefits
(In thousands)
2008 . e e e e e $ 141
2000 e e e e e e e 94
000 . e e 138
200 e e e e e e e 193
72 254
2003-2007 o oo e e e e e e e e e e 2,603
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The health care cost trend rate for 2008 and future years is 4.38%. A 1%-point change in the assumed health care cost
trend rate will have the following effect:

1%-point
Increase Decrease
Effect on total service cost and interest Cost . . .. ..ot v ittt 3 34 $ (61)
Effect on accumulated benefit obligation ........... ... ... .. ... ... ... . ... 454 (710)

Defined Contribution Plans and Deferred Compensation Plan

The Company sponsors a 401(k) defined contribution plan that covers substantially all employees that are now part
of the historic Western operations, including those at the El Paso Refinery (the “Western 401(k)”). Under this plan,
participants may contribute a percentage of their eligible compensation to the plan and invest in varicus investment
options. If the participant contributes a minimum of 2% of eligible compensation, the Company will provide a match of
8% of the participant’s eligible compensation, provided they have a minimum of one year of service with the Company.
The Company expensed $6.7 million, $3.2 million and $2.3 million for the years ended December 31, 2007, 2006 and
2005, respectively, in connection with this plan.

As a result of the acquisition of Giant, a subsidiary of the Company sponsors the Giant Industries, Inc. and Affiliated
Companies 401(k) Plan (the “Giant 401(k)”). The Giant 401(k) is available to the employees of Giant and all of its
subsidiaries. Under this plan, participants may contribute a percentage of their eligible compensation to the plan and
invest in various investment options. The Company matches the Giant employee’s contributions to the Giant 401(k) plan
subject to certain limitations and a per participant maximum contribution. As a result of the union contract applicable at
the Yorktown refinery, the match available to the Yorktown employees is different than the match available to non-
Yorktown employees. For the period June 1, 2007 to December 31, 2007, the Company expensed $0.8 million for
matching contributions to the Yorktown participants and $1.9 million for matching contributions to the non-Yorktown
participants.

In addition to the matching contributions, since 2005, non-Yorktown participants have received a supplemental
contribution equal to 3% of eligible wages. Prior to that time, supplemental contributions were made on a wholly
discretionary basis in amounts determined each year by the board of directors. Yorktown employees did not receive this
supplemental contribution. For the period June 1, 2007 to December 31, 2007, the Company expensed $1.0 million for the
supplemental coatribution.

Effective January 1, 2008, the Giant 401(k) plan was amended. Among other changes, the match for both Yorktown
participants and non- Yorktown participants was changed such that for each 1% of eligible compensation contributed by
the participant, the Company will match 2% up to a maximum of 8% of eligible compensation, provided that the
participant has a minimum of one year of service with the Company. In addition, the supplemental contribution was
discontinued.

As aresult of the Giant acquisition, the Company assumed a deferred compensation plan that was later terminated in
December 2007. The participant obligations were paid out in January 2008. The total pay out of $2.0 million is included
with Other Accrued Liabilities in the Company’s Consolidated Balance Sheets as of December 31, 2007. For the period
June 1, 2007 to December 31, 2007, the Company expensed $0.2 million in 2007 in connection with this plan.

15. Crude Oil and Refined Product Risk Management

The Company enters into crude oil and refined product forward contracts to facilitate the supply of crude oil to the
refineries and sale of refined products. During 2007, 2006 and 2005, the Company entered into net forward, fixed-price
contracts to purchase and sell crude oil and refined products which qualify as normal purchases and normal sales and that
are exempt from SFAS No. 133. At December 31, 2007, the Company had forward, fixed-price contracts to purchase
crude oil of $7.1 million and sell crude oil of $7.1 million, At December 31, 2006, the net forward, fixed-price contracts to
purchase crude oil were $0.4 million and to sell crude oil were $0.1 million.

91




WESTERN REFINING, INC, AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

The Company also uses crude oil and refined products futures or swap contracts to mitigate the change in value of
volumes subject to market prices, Under a refined products swap contract, the Company agrees to buy or sell an amount
equal to a fixed price times a set number of barrels, and to buy or sell in return an amount equal to a specified variable price
times the same amount of barrels. The physical volumes are not exchanged, and no other cash payments are made. The
contract fair value is reflected on the balance sheet and related net gain or loss is recorded as a gain (loss) from derivative
activities in the statements of operations. Various third-party sources are used to determine fair values for the purpose of
marking to market the derivative instruments at each period end. The fair value of the outstanding contracts at
December 31, 2007, was a net unrealized loss of $5.2 million, of which $0.5 million was in current assets and
$5.7 million in current liabilities. The Company realized a $3.3 million net loss from derivative activities on matured
contracts during 2007. At December 31, 2006, the fair value of the outstanding contracts was a net unrealized gain of
$1.4 million, of which $2.1 million was in current assets and $0.7 million was in current liabilities. The Company realized
a $7.5 million ret gain from derivative activities on matured contracts during 2006. The fair value of the outstanding
contracts at December 31, 2005, was a net unrealized gain of $0.2 million. The Company realized an $8.3 million net loss
from derivative activities on matured contracts during 2005.

16, Stock-Based Compensation

In January 2006, 1,772,041 shares of restricted stock having an aggregate fair value of $30.1 million at the
measurement date were granted to employees of Western Refining LP that participated in a deferred compensation plan
prior to the initial public offering, The vesting of such restricted shares will occur over a two-year period ending in the first
quarter of 2008. Additional shares of restricted stock have been granted to other employees and outside directors of the
Company. These shares generally vest over a three-year pertod. Although ownership of the shares does not transfer to the
recipients until the shares have vested, recipients have voting and dividend rights on these shares from the date of grant.
The fair value of each share of restricted stock awarded was measured based on the closing market price as of the
measurement date and wili be amortized on a straight-line basis over the respective vesting periods.

Using a forfeiture rate of 0%, the Company recorded stock compensation expense of $16.8 million for the year ended
December 31, 2007, of which $1.0 million was included in direct operating expenses and $15.8 million in selling, general
and administrative expenses. The tax benefit related to these expenses was $6.0 million using a blended rate of 35.7%. The
aggregate fair value at the grant date of the shares that vested during the year ended December 31, 2007, was $17.1 million.
The related aggregate intrinsic value of these shares was $40.7 million at the vesting date.

Using a forfeiture rate of 0%, the Company recorded stock compensation expense of $14.2 million for the year ended
December 31, 2006, of which $0.5 million was included in direct operating expenses and $13.7 million in selling, general
and administrative expenses. The tax benefit related to these expenses was $5.1 million using a blended rate of 35.7%. The
aggregate fair value at the grant date of the shares that vested during the year ended December 31, 2006, was $11.3 million,
The related aggregate intrinsic value of these shares was $15.7 million at the vesting date.

As of December 31, 2007, there were 506,562 shares of restricted stock outstanding with an aggregate fair value at
grant date of $11.8 million and an aggregate intrinsic value of $12.3 million as of December 31, 2007. The compensation
cost of nonvested awards not recognized as of December 31, 2007, was $9.6 million, which will be recognized over a
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weighted average period of approximately 0.9 years, The following table summarizes the Company’s restricted stock
activity for the years ended December 31, 2007 and 2006:

Weighted-Average

Grant-Date

Number of Shares Fair Value
Nonvested at December 31, 2005. . .. .. ... it i — 5 —
Awardsgranted . ... ... ... ... L i 2,016,024 17.23
Awards vested . .. ... e (664,725) 17.00
Awards forfeited. .. ... ... e (2,290) 18.25
Nonvested at December 31,2006, .. .. ... ... ... o iiinn.. 1,349,009 17.34
Awards granted ... ... ... .. L e 161,660 37.50
Awards vested ... .. .. e e (997.407) 17.19
Awards forfeited. . ... ... . . . e (6,700) 21.83
Nonvested at December 31, 2007 . . .. ... ... . . i 506,562 23.36

The Company’s Board of Directors authorized the issuance of up to 5,000,000 shares of common stock under the
Western Refining Long-Term Incentive Plan. As of December 31, 2007, there were 2,831,306 shares of common stock
reserved for future grants under this plan.

17. Stockholders’ Equity

.

On January 24, 2006, the Company completed an initial public offering of 18,750,000 shares of its common stock at
an aggregate offering price of $318.8 million. The Company received approximately $297.2 million in net proceeds from
the initial public offering. See Note 1, “Organization and Basis of Presentation.”

The Company makes repurchases of its common stock to cover payroll withholding taxes for certain employees
pursuant to the vesting of restricted shares awarded under the Company’s Long-Term Incentive Plan. During 2007 and
2006, the Company repurchased 355,066 shares at an aggregate cost of $14.5 million and 211,169 shares at an aggregate
cost of $5.1 million, respectively. These repurchases were recorded as treasury stock.

The Company paid $13.6 million and $8.2 million in dividends for the years of 2007 and 2006, respectively. Cn
December 7, 2007, the Company announced its regular quarterly cash dividend of $0.06 per share on its common stock for
the fourth quarter of 2007. The dividend was paid on January 23, 2008, to stockholders of record at the close of business on
January 2, 2008. The total cash required for the dividend declared was $4.1 million and was reflected as “Dividends
Payable™ on the balance sheet as of December 31, 2007.

18. Earnings Per Share

On January 24, 2006, the Company completed the initial public offering of 18,750,000 shares of its common stock.
Also in connection with the initial public offering, pursuant to a contribution agreement, a reorganization of entities under
common control was consummated whereby the Company became the indirect owner of Western Refining LP and all of
its refinery assets. This reorganization was accomplished by the Company issuing 47,692,900 shares of its common stock
to certain entities controlled by its majority stockholder in exchange for the membership and partner interests in the
entities that owned Western Refining LP. Immediately following the completion of the offering, there were
66,443,000 shares of common stock outstanding, excluding any restricted shares issued. See Note 1, “Organization
and Basis of Presentation.”
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The Company uses the treasury stock method to determine the amount of fully diluted shares outstanding. The
computations of basic and diluted earnings per share for the years ended December 31, 2007 and 2006 are presented
below:

Year Ended December 31, 2007
Income Shares Per Share
(In thousands)

Basic eamings per share:
NetinCOmME. . .o ... it e e $238,611 67,179,582 $3.55

Effect of dilutive securities:
Unvested restricted stock. . ... ... . i i — 418,220

Diluted earnings per share:
NELINCOME . . .o\ i ettt et e e $238,611 67,597,802 $3.53

Year Ended December 31, 2006
Income Shares Per Share
(In thousands)

Basic eamnings per share:
Nt ICOME . . . ot et e et e $204,780 65,386,918 $3.13

Effect of dilutive securities:
Unvested restricted stock . . ... ... ... .. .. . .. .. — 387,963

Diluted earnings per share:
Netincome. . ..ot i et i e $204,780 65,774,881 33.11

19. Related Party Transactions

On October 3, 2006, the Company entered into a non-exclusive aircraft lease with an entity controlled by the
Company’s major stockholder. The lease may be terminated by either party at any time. The hourly rental payment is
$1,775 per flight hour and the Company is responsible for all operating and maintenance costs of the aircraft. Personal use
of the aircraft by certain officers of the Company will be reimbursed to the Company at the highest rate allowed by the
Federal Aviation Administration for a non-charter operator. In addition, the Company has a policy requiring that the
officers deposit in advance of any personal use of the aircraft an amount equal to three months of anticipated expenses for
the use of the aircraft. The Company believes that it leases the aircraft on terms no less favorable to it than would be
obtained from an unaffiliated third party.

On December 13, 2004, the Company entered into a nen-exclusive aircraft lease agreement with a related party
contrelled by the Company’s majority stockholder. Pursuant to the lease agreement, an aircraft was leased by the
Company at a rate of $600 per flight hour. In addition, the Company was responsible for all operating and maintenance
costs associated with its use of the aircraft. The Company had a policy requiring that certain officers of the Company
deposit in advance of any personal use of the aircraft an amount equal to three months of anticipated expenses for personal
use of the aircraft. The officers reimbursed the Company for personal use of the aircraft pursuant to a time sharing
agreement. The aircraft was sold on December 4, 2006, and the lease agreement was terminated. The Company believes
that it leased the aircraft on terms no less favorable to it than would have been obtained from an unaffiliated third party.
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The following table summarizes the total costs incurred for the lease of both aircrafts for the years ended December 31,

2007, 2006 and 2005:
Years Ended December 31,

2007 2006 2008
(In thousands)
Lease PAYMENIS. . . . oo oottt tu et ia e $ 627 § 380 $245
Operating and Maintenance eXPenses - . . ... vvvvr v vn e e ranne . 1,352 1,101 954
Reimbursed by officers .. ... .. . (522) (675}  (306)
TOtAl COBLS . . vttt e e e e e e e e e e $1457 $ 806 $ 893

The Company sells refined products to Transmountain Oil Company, L.C. (“Transmountain”), which is a distributor
in the El Paso area. An entity controlled by the Company’s majority stockholder acquired a 61.1% interest in
Transmountain on June 30, 2004. Sales to Transmountain, at market-based rates, totaled $59.0 million, $72.4 million
and $75.2 million for the twelve months ended December 31, 2007, 2006 and 2005, respectively. Total accounts
receivable due from Transmountain were $2.1 million $1.4 million at December 31, 2007 and 2006, respectively.

The Company has entered into a lease agreement with Transmountain, whereby Transmountain leases certain office
space from the Company at a market-based rate. The lease commenced on December 1, 2005, for a period of ten years and
contains two five-year renewal options. The monthly base rental starts at $6,800, subject to adjustment at the end of the
first five-year period based upon the change in the Consumer Price Index. Rental payments received from Transmountain
were $81,600 for the twelve months ended December 31, 2007 and 2006.

In connection with the Company’s initial public offering, it assumed the obligations of one of the partners of Western
Refining LP under an equity appreciation rights plan. The Company terminated such plan in exchange for a cash payment
of $28.0 million to the participants in such plan immediately prior to the consummation of the offering. In addition, the
Company granted such participants 1,772,041 restricted shares of its common stock, which will vest ratably each quarter
for two years, The fair market value of the restricted stock, determined at the date of grant, will be amortized over the
vesting period as stock-based compensation expense included in selling, general and administrative expenses. See
Note 14, “Stock-Based Compensation.”

20. Contingencies
Environmental matters

Like other petroleum refiners, the Company’s operations are subject to extensive and periodically changing federal
and state environmental regulations governing air emissions, waste water discharges, and solid and hazardous waste
management activities and fuel quality. The Company’s policy is to accrue environmental remediation of soil and/or
groundwater and clean-up related costs of a non-capital nature when it is probable that a liability has been incurred and the
amount can be reasonably estimated. Such estimates may be subject to revision in the future as regulations and other
conditions change.

Periodically, the Company receives communications from various federal, state and local governmental authorities
asserting violation(s) of environmental laws and/or regulations. These governmental entities may also propose or assess
fines or require corrective action for these asserted violations. The Company intends to respond in a timely manner to all
such communications and to take appropriate corrective action, The Company does not anticipate that any such matters
currently asserted will have a material adverse impact on its financial condition, results of operations or cash flows.

As a result of the Giant acquisition, the Company assumed environmental liabilities from the Yorktown, Gallup, and
Bloomfield refineries, and various other projects. As of December 31, 2007, the Company had environmental liability
accruals of approximately $37.4 million. There were no environmental liability accruals at December 31, 2006.
Environmental accruals are recorded in the current and long-term sections of the Company’s consolidated balance
sheet, according to their nature. On May 31, 2007, the Company recorded approximately $41.2 million to reflect the
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estimated fair value of environmental liabilities assumed in the Giant acquisition using an inflation factor of 2.7% and a
discount rate of 7.1%. As of December 31, 2007, the unescalated, undiscounted environmental reserve totaled approx-
imately $48.9 million, leaving approximately $11.3 million o be accreted over time, Accretion expense for the year ended
December 31, 2007, was $1.1 million and is included in interest expense in the Company’s Consolidated Statements of
Operations. The table below summarizes our environmental liability accruals:

December 31, Increase December 31,
2006 Acquisition  (Decrease)  Payments 2007
{In thousands)
Yorktown Refinery. .. ..................... $} — $35,482 $ 902 $(4,744) $31,640
Four Comersand Other . . ...... ... ... .. .... — 5,725 175 (99) 5,801
Totals . ......... . . i $ — 541,207 $1,077 $(4,843) $37.441

The following table summarizes the Company’s undiscounted estimated cash flows for accrued remediation
liabilities for each of the next five years and in the aggregate thereafter.

7 $12,582

2000, . e e e 7,008

2000, . e e e e e e e e 6,296

1.2 ) N TP 4,308

2002 e 1,202

2013 and thereafter . . . .. .ot e e e e e 17,425
El Paso Refinery

In May 2000, the Company entered into an Agreed Order with the Texas Natural Resources Conservation
Commission for remediation of the South side of the El Paso refinery property. On August 7, 2000, the Company
purchased a Pollution and Legal Liability and Clean-Up Cost Cap Insurance policy at a cost of $10.3 million, which the
Company expensed in fiscal 2000. The policy is non-cancelable and covers environmental clean-up costs related to
contamination that occurred prior to December 31, 1999, including the costs of the Agreed Order activities. The insurance
provider assumes responsibility for all environmental clean-up costs related to the Agreed Order up to $20 million. Under
the policy, environmental costs outside the scope of the Agreed Order require payment by the Company of a deductible as
well as any costs that exceed the covered limits of the insurance policy. The Company is not aware of any other
environmental costs that may be necessary, and therefore, cannot reasonably estimate a liability, if any, for any other
deductibles. In addition, under a settlement agreement with the Company, a subsidiary of Chevron is obligated to pay 60%
of any Agreed Order environmental clean-up costs that would otherwise have been covered under the policy but that
exceed the $20 million threshold. Pursuant to the purchase agreement relating to the purchase of the North side of the
El Paso refinery, Chevron retained responsibility for, and control of, certain remediation activities. The Company is not
presently aware of any additional environmental costs that it would be responsible for relating to the assets acquired, and
therefore, it cannot reasonably estimate a liability, if any.

The U.S. Environmental Protection Agency (“EPA™) has embarked on a Petroleum Refinery Enforcement Initiative
{“EPA Initiative™) whereby it is investigating industry-wide noncompliance with certain Clean Air Act rules. The EPA
Initiative has resulted in many refiners entering into consent decrees typically requiring substantial capital expenditures
for additional air pollution control equipment and penalties. Since December 2003, the Company has been voluntarily
discussing a settlement pursuant to the EPA Initiative related to the El Paso refinery. Negotiations with the EPA regarding
this Initiative have focused exclusively on air emission programs. The Company does not expect these negotiations to
result in any soil or groundwater remediation or clean-up requirements. While at this time it is not known precisely how
the EPA Initiative or any resulting settlement may affect the Company, the Company expects to be required to pay
penalties and to install additional pollution controls, and, as a result, its operating costs and capital expenditures may
increase. Based on current negotiations and information, the Company has revised and estimated the total capital
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expenditures that may be required pursuant to the EPA Initiative would be approximately $27 million of which $12 million
remains to be spent. These capital expenditures would primarily be for installation of a flare gas recovery system on the
South side of the El Paso refinery and installation of nitrogen oxides, (“NOx”), emission controls. As of December 31,
2007, the Company completed a flare gas recovery system at a cost of $15.2 million. The remaining expenditures for the
NOx emission controls project of $12 million will occur from 2008 through 2012. These amounts have been included in
the Company’s estimated capital expenditures for regulatory projects. These estimates could change as a result of a final
settlement with EPA regarding the El Paso refinery under the EPA Initiative if EPA requires additional NOx controls
beyond those already planned for, or requires other additional air pollution controls. Based on current information, the
Company does not expect any settlement pursuant to the EPA Initiative to have a material adverse effect on its business,
financial condition, or results of operations or that any penalties or increased operating costs related to the EPA Initiative
will be material. :

In April 2003, the Company received a payment of reparations in the amount of $6.8 million from a pipeline
company as ordered by the Federal Energy Regulatory Commission (“FERC”). While the Company and the pipeline
company have sought judicial review of the FERC order, as well as a series of other orders, the pipeline company made a
compliance filing in which it asserts it overpaid reparations to the Company in a total amount of $882,000 including
accrued interest through April 30, 2006, and that interest should continue to accrue.

Yorktown Refinery

Giant assumed certain liabilities and obligations in connection with the 2002 purchase of the Yorktown refinery from
BP Corporation North America Inc. and BP Products North America Inc. (collectively “BP”). BP, however, agreed to
reimburse Giant for all losses that are caused by or relate to property damage caused by, or any environmental remediation
required due to, a violation of environmental, health, and safety laws during BP’s operation of the refinery, subject to
certain limitations. BP’s liability for reimbursement is limited to $35 million.

Yorktown 1991 and 2006 Orders. In connection with the Yorktown acquisition, Giant assumed certain of BP’s
obligations under an administrative order issued in 1991 by the EPA under the Resource Conservation and Recovery Act
(“RCRA™) for which Giant maintains it has an indemnity right against BP. In August 2006, Giant agreed to the terms of
the final administrative consent order pursuant to which Giant will implement a cleanup plan for the refinery. Following
the acquisition of Giant, the Company is in the process of finalizing the details of the cleanup plan with the EPA.

The Company currently estimates that expenditures associated with the EPA order are approximately $46.4 million
{up to $35.0 million of which the Company believes is subject to reimbursement by BP). The discounted value of this
liability assumed from Giant on May 31, 2007, was $35.5 million. The Company incurred $4.7 million in 2007 related to
the EPA order and believes that approximately $26.8 million will be incurred between 2008 and 201 1. The remainder will
be spent over a 29-year period foliowing construction. These estimates assume that EPA will agree with the design and
specifications of the Company’s cleanup plan. These estimates also could change as a resuit of factors such as changes in
costs of labor and materials.

During 2007, in response to the first claim requesting reimbursement from BP, the Company received a letter from
BP disputing indemnification for these costs. The Company is pursuing indemnification from BP. To reflect the
uncertainty of the outcome, however, the Company has accrued a reserve of $31.6 million for this project as of
December 31, 2007.

As part of the consent order cleanup plan, a portion of the facility’s underground sewer system will be cleaned,
inspected, and repaired as needed. This sewer work is scheduled to begin during the construction of the corrective action
management unit and related remediation work and is included in the associated cost estimate. The Company anticipates
that construction of the corrective action management unit and related remediation work, which includes rerouting 2
section of the sewer system to allow construction, as well as sewer system inspection and repair, will be completed
approximately four to five years after the EPA approves the clean-up plan and authorizes its implementation.
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Yorktown 2002 Amended Consent Decree. In May 2002, a Giant subsidiary company acquired the Yorkiown
refinery and assumed certain environmental obligations including responsibilities under a consent decree among various
parties covering many locations (the “Consent Decree”) entered in August 2001 under the EPA Initiative. Parties to the
Consent Decree include the United States, BP Exploration and Oil Co., Amoco Qil Company, and Atlantic Richfield
Company. As applicable to the Yorktown refinery, the Consent Decree required, among other things, a reduction of nitrous
oxides, sulfur dioxide, and particulate matter emissions and upgrades to the refinery’s leak detection and repair program,
The Company does not expect implementation of the Consent Decree requirements will result in any soil or groundwater
remediation or clean-up requirements. Pursuant to the Consent Decree and prior to May 31, 2007, Giant had installed a
new sour water stripper and sulfur recovery unit with a tail gas treating unit and an electrostatic precipitator (“ESP") on the
Fluid Catalytic Cracking Unit (“FCCU”) and had begun using sulfur dioxide emissions reducing catalyst additives in the
FCCU. As of December 31, 2007, the Company had expended $0.2 million controlling NOx emissions from one heater.
The Company estimates additional capital expenditures of approximately $1.5 miltion to complete implementation of the
capital expenditures required by the Consent Decree. This amount has been included in the Company’s estimated capital
expenditures for regulatory projects. The Company does not expect completing the requirements of the Consent Decree to
have a material adverse effect on its business, financial condition, or results of operations or that any penalties or increased
operating costs related to the EPA Initiative will be material, See Item 7, “Management’s Discussion and Analysis of
Financial Condition and Results of Operations, Liquidity and Capital Resources, Capital Spending,” elsewhere in this
annual report.

Four Corners Refineries

Four Corners 2005 Consent Agreements. In July 2005, as part of the EPA Initiative, Giant reached an admin-
istrative settlement with New Mexico Environmental Department (*“NMED”) and the EPA in the form of consent
agreements that resolved certain alleged violations of air quality regulations at the Gallup and Bloomfield refineries in the
Four Corners area of New Mexico. The NMED agreement requires that both Four Corners refineries implement air
pollution controls between 2006 and 2012 to reduce air emissions including emissions of sulfur dioxides and nitrogen
oxides. The Company does not expect implementation of the NMED agreement requirements will result in any soil or
groundwater remediation or clean-up requirements.

Based on current information, the Company has estimated the total capital expenditures that may be required
pursvant to the NMED agreement would be approximately $10 to $60 million and will occur from 2008 to 2012, These
capital expenditures would primarily be for installation of emission controls on the FCCUSs and heaters and boilers, and
for reducing sulfur in fuel gas to reduce emissions of sulfur dioxide and nitrogen oxides from the refineries. Prior to
May 31, 2007, Giant had completed a sulfur recovery system at the Gallup refinery. Modifications to the sulfur recovery
systems at the Gallup refinery will be installed in early 2008 to improve performance of the units at a cost of
approximately $0.6 million. Total capital expenditures could increase if 2008 modifications to the sulfur recovery units
are unsuccessful.

Based on current information, the Company does not expect the implementation of the NMED settlements to have a
material adverse effect on its business, financial condition, or results of operations or that any penalties or increased
operating costs related to the EPA Initiative will be material.

Bloomfield 2007 NMED Remediation Order. In July 2007, the Company received a final administrative compli-
ance order from NMED alleging that releases of contaminants and hazardous substances that have occurred at the
Bloomfield refinery over the course of its operation prior to June 1, 2007, have resulted in soil and groundwater
contamination. Among other things, the final order requires the Company to:

« investigate and determine the nature and extent of such releases of contaminants and hazardous substances;

« perform interim remediation measures, or continue interim measures already begun, to mitigate any potential
threats to human health or the environment from such releases;
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* identify and evaluate alternatives for corrective measures to clean up any contaminants and hazardous substances
released at the refinery and prevent or mitigate their migration at or from the site;

« implement any corrective measures that may be approved by NMED;
*» develop investigation work plans over a period of approximately four years; and
*» implement cormrective measures pursuant to the investigation.

The final order recognizes that prior work satisfactorily completed may fulfill some of the foregoing requirements, In
that regard, the Company has already put in place some remediation measures with the approval of NMED or New Mexico
01l Conservation Division (“OCD”).

Based on current information, the Company has prepared an initial undiscounted cost estimate of $2.8 million for
implementing the final order. Accordingly, the Company has recorded a discounted liability retating to the final order
implementation costs.

Bloomfield 2005 EPA Compliance Order.  In October 2005, Giant received an Administrative Compliance Order
from the EPA in connection with a compliance evaluation inspection at the Bloomfield refinery in 2000 and a follow-up
inspection in early 2001. Giant sent waste water from the refinery’s process units through an oil-water separator. a series
of aeration ponds that continue the treatment and processing of oily water, and a series of evaporation ponds, before the
water was injected into a permitted deep well. The EPA alleged that benzene levels in the aeration ponds exceed
permissible RCRA levels. The EPA also alleged that Giant failed to make a RCRA hazardous waste determination in
connection with waste water going into the aeration ponds. In May 2006, Giant reached a settlement with EPA in the form
of a consent agreement and paid a civil penalty. The settlement requires that Giant make equipment modifications to
reduce benzene levels in the waste water coming from the refinery’s process units. The project was completed in October
2007 and we incurred capital expenditures of $3.8 million on this project. Since the settlement does not require any
cleanup activities, the Company has not recorded an environmental liability for this matter.

Methyl Butyl Ether (“MTBE”) Litigation

Lawsuits have been filed in numercus states alleging that MTBE, a high octane blendstock used by many refiners in
producing specially formulated gasoling, has contaminated water supplies. MTBE contamination primarily results from
leaking underground or aboveground storage tanks. The suits allege MTBE contamination of water supplies owned and
operated by the plaintiffs, who are generally water providers or governmental entities. The plaintiffs assert that numerous
refiners, distributors, or sellers of MTBE and/or gasoline containing MTBE are responsible for the contamination. The
plaintiffs also claim that the defendants are jointly and severally liable for compensatory and punitive damages, costs, and
interest. Joint and several lability means that each defendant may be liable for all of the damages even though that party
was responsible for only a small part of the damages.

As a result of the acquisition of Giant, certain of the subsidiaries of the Company are defendants in approximately 40
of these MTBE lawsuits pending in Virginia, Connecticut, Massachusetts, New Hampshire, New York, New Jersey,
Pennsylvania, Florida, and New Mexico. Due to Giant’s historical operations in New Mexico, including retail sites, there
is potentially greater risk in connection with the New Mexico litigation than in the litigation in the Eastern states where
Giant has only operated since 2002 and has no retail operations.

In addition, Western has been named as a defendant in the lawsuit filed in New Mexico. Western understands that the
case has been transferred to the Southern District of New York by the Judicial Panel on Multidistrict Litigation and that an
amended complaint has been filed. Western has not been served with a summons and complaint, nor has Western made an
appearance in this litigation, If Western is served with a summons and made an active defendant in this matter, Western
will vigorously defend itself.
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Western also has been named as a defendant in a lawsuit filed by the State of New Jersey related to MTBE. Western
has never done business in New Jersey and has never sold any products in that state or that could have reached that state.
Accordingly, Western intends to vigorously defend itself.

The Company intends to vigorously defend these lawsuits. Because potentially applicable factual and legal issues
have not been resolved, the Company has yet to determine if a liability is probable and the Company cannot reasenably
estimate the amount of any loss associated with these matters. Accordingly, the Company has not recorded a liability for
these lawsuits.

New Mexico “Hot Fuel” Litigation

In March 2007, a class action lawsuit was filed in New Mexico naming numerous retail suppliers of motor fuel as
defendants, including certain subsidiaries of the Company. Among other things, the lawsuit alleges that, by consciously
selling motor fuel at a temperature greater than 60° Fahrenheit, the defendants are depriving consumers of the full amount
of energy that should be delivered when gasoline is delivered at a cooler temperature. Plaintiffs seek an unspecified
amount of damages and also seek to require the defendants to install temperature-adjustment devices at the pumps.
Similar class action lawsuits have been filed in several other jurisdictions, and have been consolidated for pretrial
proceedings in a single multi-district litigation. The Company intends to vigorously defend this lawsuit. Because
potentially applicable factual and legal issues have not been resolved, the Company has yet to determine if a liability is
probable and if it can be reasonably estimated. Accordingly, the Company has not recorded a liability for this lawsuit.

Insurance Recoveries

In late 2006, prior to the acquisition of Giant, there were fire incidents at the Yorktown and Gallup refineries that
were subject to insurance reimbursements. As of May 31, 2007, $21.7 million in receivables were recorded in purchase
accounting for these pending insurance recoveries at Giant.

Yorktown Refinery — September 2006. A fire occurred at the Yorktown refinery in the processing unit required to
produce ultra low sulfur diesel fuel. Repairs to the unit were completed in February 2007. The Company settled this claim
in the fourth quarter of 2007. As of December 31, 2007, the Company had received approximately $15.9 million of
insurance proceeds related to this fire.

Gallup Refinery — October 2006. A pump failure in the alkylation unit at the Gallup refinery resulted in a fire at
the refinery. Repairs to the affected units were completed and the unit was restarted in December 2006. Giant made a
claim under its property insurance coverage, but did not make a claim under its business interruption insurance. A
settlement was reached with the insurers pursuant to which the Company was reimbursed approximately $5.8 million, all
of which was received as of December 31, 2007.

Union Matters

The International Union of Operating Engineers represents the hourly workforce at the Company’s El Paso refinery
and won certification elections in the Four Corners refineries during 2007. The United Steel Workers represent the hourly
workforce at the Yorktown refinery. The collective bargaining agreements at El Paso and Yorktown both expire in 2009.
The Company is currently negotiating initial agreements at the Four Corners refineries. At December 31, 2007, there were
411 employees represented by the union of a total of 3,550 employees.

QOther Matters

The Company is party to various other claims and legal actions arising in the normal course of business. The
Company believes that the resolution of these matters will not have a material adverse effect on its financial condition,
results of operations or cash flows.
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Prior to the acquisition by Western, Giant had entered into a long-term crude oil supply agreement with Statoil
Marketing and Trading (USA), Inc. (“Statoil”). Giant began taking shipments of this crude oil at its Yorktown refinery in
February 2004. The agreement contemplates that Statoil would supply 66 million barrels of crude oil, and as of
December 31, 2007, approximately 65% of the contracted volume had been purchased. However, Western recently
declared force majeure under this agreement (based on the effects of the crude oil on its plant and equipment) and has only
taken nominal shipments of crude oil from Statoil since last fall. The Company is having ongoing discussions with Statoil
regarding its declaration of force majeure, but it cannot assure you that Statoil will accept the Company’s position or that a
dispute will not ensue.

21. <Concentration of Risk
Significant customers

The Company sells a variety of refined products to a diverse customer base. Chevron was the only external customer
accounting for more than 10% of consolidated net sales for 2007. The Company has a five-year offtake agreement with
Chevron that expires in August 2008 with certain renewal rights, Trade accounts receivables as of December 31, 2007,
include $35.3 million from Chevron, All related revenues have been reported in the Company’s refining segment. The
following table summarizes sales percentages for customers accounting for more than 10% of total revenues for 2007,
2006 and 2005:

Year Ended

December 31,
W7 2006 2008
L 1 =1 (o3 1 10.8% 16.7% 18.5%
Phoenix Fuel(1) . .. ... i e e e e 47 167 163
53 83 105 99

(1) Phoenix Fuel became a subsidiary of the Company on May 31, 2007, as part of the Giant acquisition. Percentage for
2007 represents sales prior to this date as a percentage of total Company sales for the year. Subsequent to the Giant
acquisition, sales to Phoenix Fuel are eliminated in consolidation. Prior to this date, three Giant subsidiaries
purchased refined products from the Company in the amounts of $409. ! million, $801.1 million and $664.1 million in
2007, 2006 and 2005, respectively.

Sales by product

All sales were domestic sales in the United States, except for sales of gasoline and diesel fuel for export into Mexico.
The sales for export were to PMI Trading Limited, an affiliate of Petroleos Mexicanos, the Mexican state-owned oil
company, and accounted for approximately 8.3%, 10.5% and 9.9% of consolidated sales in 2007, 2006 and 2005,
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respectively. The following table summarizes the percentages of all refined product sales to total sales for 2007, 2006 and
2005:

Year Ended December 31,
2007 2006 2005

Refined products:

L 770 ) 1 T 53.7% 56.1% 59.6%
Diesel Fuel . ... ..o e e e 327 33.0 31.8
Jet Fuel. . o e e e e e e e 4.2 6.4 6.0
Asphalt . . . e e 1.8 2.0 0.9
O her. . e e e 4.6 25 1.7
97.0 100.0 100.0
) T4 T 1.2 — —
Merchandise and other. . ... ... . .. . . . i e e e e 1.8 — —
B ) 1 100.0% 100.0% 100.0%

22. Operating Leases and Other Commitments

The Company has commitments under various operating leases with initial terms greater than one year for buildings,
warehouses, card locks, barges, railcars and other facilities. These leases have terms that will expire on various dates
through 2030.

The Company expects that in the normal course of business, these leases will be renewed or replaced by other leases.
Certain of the Company’s lease agreements provide for the fair value purchase of the leased asset at the end of lease. Rent
expense for operating leases that provide for periodic rent escalations or rent holidays over the term of the lease is
recognized on a straight-line basis.

In the normal course of business, the Company also has long-term commitments to purchase services, such as natural
gas, electricity, water and transportation services for use by its refineries at market-based rates. The Company also is party
to various refined product and crude oil supply and exchange agreements.

In June 2005, Western Refining LP entered into a sulfuric acid regeneration and sulfur gas processing agreement with
E.L. du Pont de Nemours (“DuPont™). Under the agreement, Western Refining LP has a long-termn commitment to
purchase services for use by its El Paso refinery. The first stage of the project was completed in February 2008. The annual
commitment for these services will range from $10.0 million to $16.0 million per year over the next 20 years. Prior to this
agreement, Western Refining LP incurred dircct operating expenses related to sulfuric acid regeneration under a short-
term agreement.

In August 2005, Western Refining LP entered into a throughput and distribution agreement and associated storage
agreement with Magellan Pipeline Company, L.P. Under these agreements, Western Refining LP has a long-term
commitment that began in February 2006 to provide for the transportation and storage of alkylate and other refined
products from the Gulf Coast to the Company’s El Paso refinery via the Magellan South System pipeline. Western
Refining LP is committed to pay $2.8 million per quarter through the end of the agreement in February 2011.

As a result of the Giant acquisition, a subsidiary of the Company is a party to a ten-year lease agreement for an
administrative office building in Scottsdale, Arizona. Also as a result of the Giant acquisition, a subsidiary of the
Company is party to an operating lease for an airplane that ends in June 2017,

In November 2007, a subsidiary of the Company entered into a ten-year lease agreement for an office space in
downtown El Paso. The building will serve as the Company’s headquarters. In December 2007, a subsidiary of the
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Company entered into an eleven-year lease agreement for an office building in Tempe, Arizona. The building will
centralize the Company’s operational and administrative offices in the Phoenix area.

The following are the Company’s annual minimum rental payments under non-cancelable operating leases that have

lease terms of one year or more (in thousands):

514,294
11,022

Total rental expense was $10.7 million, $1.3 million, and $0.1 million for the years ended December 31, 2007, 2006,_

and 2005, respectively. Contingent rentals and subleases were not significant in any year.

23. Quarterly Financial Information (Unaudited)

Year Ended December 31, 2007

Quarter
First Second(1) Third Fourth
(In thousands, except per share data)
OpErating TEVENMUES . . .« vt vt v e r e e e e e eaens $994,019 $1,659,154 $2,232,890  $2,418,969
Operating costs and expenses:
Cost of products sold {exclusive of depreciation and
amortization) . ........ ... et 844,147 1,312,110 1,977,070 2,242,373
Direct operating expenses (exclusive of depreciation and
AMOTHZABON) . .. v vt it e e e et 46,543 75,205 125,381 135,561
Selling, general and administrative expenses . ... ....... 10,029 17,777 27,783 21,761
Maintenance turnaround expense. ... ... ... .. ... — — 13,665 2,282
Depreciation and amortization. .. . .................. 4,409 12,500 21,896 25,388
Total operating costs and expenses ................ 905,128 1,417,592 2,165,795 2,427,365
Operating income (1058) . .. ... e 88,891 241,562 67,095 (8,396)
Interest iNCOME . . . . . oot e e e e e e e e e e e 4,205 5,970 6,599 2,078
Interest eXPense . . .ot i e e (309) (9,189) (22,476) (21,869)
Amortizationof loanfees. ... ... ... ... ... ... . (125) (289) (750) (748)
Loss on early extinguishment of debt .. ................ — — (774) —
Gain (loss) from derivative activities. . . ... ............. (2,016) (8,543) 9,106 (8,470)
Other income (expense), net. ... ..................... ) (970) 193 (271)
Income (loss) before income taxes . ........c.cvvvvrernn 90,645 228,541 58,993 (37,676)
Provision for income taxes . ... ... .. ..ot (28,079) (73,590) (12,371) 12,148
Net income (10SS) . . v v v v vt e it e e et e et ana e aa e $6256 § 154951 $ 46,622 § (25,528)
Basic earnings {loss) per common share . ............... $ 093 % 231 8§ 069 § (0.38)
Diluted earnings (loss) per common share. ... ........... $ 093 $ 229 % 069 §  (0.38)
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Certain reclassifications, which the Company determined to be immaterial, have been made to conform to the fourth
quarter presentation.

(1) Effective May 31, 2007, the Company acquired Giant.
Year Ended December 31, 2006

Quarter
First Second Third Fourth
(In thousands, except per share data)
Operating revenues. . . ... ...uveenvnennnnnnn. $881,484  $1,156,459 $1,174,071  $987,369
Operating costs and expenses:
Cost of products sold (exclusive of depreciation
and amortization) . ........... 0. 812,565 973,776 1,015,931 850,736
Direct operating expenses (exclusive of
depreciation and amortization). . ............ 37,554 43,359 44,513 46,303
Selling, general and administrative expenses . . ... 7,095 9,090 9,640 11,218
Maintenance turnaround expense. .. ........... 22,196 — — —
Depreciation and amortization., ... ............ 1,829 3,624 3,858 4313
Total operating costs and expenses. . . ....., .. 881,239 1,029,849 1,073,942 912,570
Operating income (loss) . ..................... 245 126,610 100,129 74,799
Interest income. . .. ... ... ... . .. 1,701 2,195 3,020 3,004
Interestexpense . . ................... ..., (1,088) (362) (397} (320)
Amortizationof loan fees . . .. .. ............ ... (125) (125) (125) {125)
Write-off of unamortized loan fees . ... .......... (1,961) — — —
Gain (loss) from derivaiive activities. . ........ ... 3,591 (1,606) 5,452 1,180
Other income {expense), net . . . ................ 22 (57) 574 22
Income (loss) before income taxes .............. 2,385 126,655 108,653 79,460
Provision forincome taxes . . . ......... ... ...... (22,130) (40,151} {21,554) {28,538)
Netincome {loss). . ...........cciiiiinni.in. $(19,745) § 86,504 $ 87,099 § 50,922
Basic earnings (loss) per common share . ......... $ (032) § 130 % 131 § 076
Diluted earnings (loss) per common share . ... .. ... $ (03 § 1.29 § 130 $§ 0.6

Certain reclassifications, which the Company determined to be immaterial, have been made to conform to the fourth
quarter presentation,
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Item 9. Changes In and Disagreements With Accountants on Accounting and Financial Disclosure

None.

Item 9A. Controls and Procedures

Evaluation of disclosure controls and procedures. Our chief executive officer and chief financial officer, after
evaluating the effectiveness of the Company’s “disclosure controls and procedures” (as defined in the Securities
Exchange Act of 1934 Rules 13a-15(e) and 15d-15(e)) as of December 31, 2007 (the “Evaluation Date”), concluded
that as of the Evaluation Date, cur disclosure controls and procedures were effective.

Management's Report on Internal Control Over Financial Reporting. Included herein under the caption “Man-
agement Report on Internal Control Over Financial Reporting” on page 53 of this report.

Changes in internal control over financial reporting. There were no changes in our internal control over financial
reporting that occurred during the quarter ended December 31, 2007, that materially affected, or are reasonably likely to
materially affect, our internal control over financial reporting.

Item 9B. QOther Information

None.

PART Il

Certain information required in this Part 111 is incorporated by reference to Western Refining, Inc.’s Definitive Proxy
Statement to be filed with the Securities and Exchange Commission pursuant to Regulation 14A within 120 days after the
end of the fiscal year covered by this report.
Item 10. Directors, Executive Officers and Corporate Governance

The information required by this item is incorporated by reference to the information contained in Western Refining,
Inc.’s 2008 Definitive Proxy Statement under the heading “Election of Directors, Executive Compensation and Other
Information.”
Item 11. Executive Compensation

The information required by this item is incorporated by reference to the information contained in Western Refining,
Inc.’s 2008 Definitive Proxy Statement under the heading “Executive Compensation and Other Information.”
Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder

Matters

Security Ownership of Certain Beneficial Owners and Management

The information required by this item is incorporated by reference to the information contained in Western Refining,
Inc.’s 2008 Definitive Proxy Statement under the heading “Security Ownership of Certain Beneficial Owners and

Management.”
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Securities Authorized for Issnance Under Equity Compensation Plans

(©

Number of
securities
(a) remaining available
Number of for future issuance
securities to be (b} under equity
issued upon Weighted-average compensation plans
exercise of exercise price of (excluding
outstanding outstanding securities

options, warrants options, warrants reflected in column

Pian Category and rights and rights (a)

Equity compensation plans approved by

security holders. . . .. .................... — — 2,831,306

Equity compensation plans not approved by

security holders. .. . ................ .. ... — — —

Total......... ... i — — 2,831,306

Item 13, Certain Relationships and Related Transactions, and Director Independence

The information required by this item is incorporated by reference to the information contained in Western Refining,
Inc.’s 2008 Definitive Proxy Statement under the heading “Certain Relationships and Related Transactions.”

Item 14. Principal Accountant Fees and Services

The information required by this item is incorporated by reference to the information contained in Western Refining,
Inc.’s 2008 Definitive Proxy Statement under the heading “Proposal 2: Ratification of Independent Auditor”

PART IV

Item 15, Exhibits and Financial Statement Schedules

(a) Financial Statements:

See Index to Financial Statements included in Item 8.

(b) The following exhibits are filed herewith (or incorporated by reference herein):

Number

1.1

2.1

2.2

3.1
3.2

4.1

Exhibit Title

Contribution Agreement, dated January 24, 2006, by and among the Company, Refinery Company, L.C., RHC
Holdings, L.P., Western Refining GP, LLC, Western Refining LP, LLC, WRC Refining Company and Western
Refining Company, L.P. (“Western Refining LP”). (Incorporated by reference to Exhibit 1.1 to the Company’s
Current Report on Form 8-K, filed with the SEC on January 25, 2006 (SEC File No. 001-32721))

Agreement and Plan of Merger, dated August 26, 2006, by and among Western Refining, Inc., New Acquisition
Corporation and Giant Industries, Inc. {Incorporated by reference to Exhibit 2.1 to the Company’s Current
Report on Form 8-K, filed with the SEC on August 28, 2006).

Amendment No. 1 to the Agreement and Plan of Merger, dated November 12, 2006, by and among Western
Refining, Inc., New Acquisition Corporation and Giant Industries, Inc. (Incorporated by reference to Exhibit 2.1
to the Company’s Current Report on Form 8-K, filed with the SEC on November 13, 2006).

Certificate of Incorporation of the Company. (Incorporated by reference to Exhibit 3.1 to the Company’s
Annual Report on Form 10-K, filed with the SEC on March 24, 2006)

Bylaws of the Company. (Incorporated by reference to Exhibit 3.2 to the Company’s Annual Report on
Form 10-K, filed with the SEC on March 24, 2006)

Specimen of Company Common Stock Certificate. (Incorporated by reference to Exhibit 4.1 to the Company’s
Registration Statement on Form S-1/A, filed with the SEC on December 5, 2005 (SEC File No. 333-128629))
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Number

4.2

10.1F

10.1.1¢

10.2%

10.2.1%

10.31

10.3.1t

10.3.2*

104+

10.5+

10.6

10.7

10.8%

10.9

10.10

10.11

10.12%

Exhibit Title

Registration Rights Agreement, dated January 24, 2006, by and between the Company and each of the
stockholders listed on the signature pages thereto. (Incorporated by reference to Exhibii 4.1 to the Company’s
Current Report on Form 8-K, filed with the SEC on January 25, 2006 (SEC File No. 001-32721))

Employment Agreement, dated January 24, 2006, by and between Western Refining GP, LL.C and Paul L.
Foster. (Incorporated by reference to Exhibit 10.1 to the Company’s Current Report on Form 8-K, filed with the
SEC on January 25, 2006 (SEC File No. 001-32721))

First Amendment to the Employment Agreement referred to in Exhibit 10.1, dated December 28, 2006.
{Incorporated by reference to Exhibit 10.1.1 to the Company’s Annual Report on Form 10-K, filed with the SEC
on March 8, 2007 (SEC File No. 001-32721))

Employment Agreement, dated January 24, 2006, by and between Western Refining GP, LLC and Jeff A.
Stevens. {Incorporated by reference to Exhibit 10.2 to the Company’s Current Report on Form 8-K, filed with
the SEC on January 25, 2006 (SEC File No. 001-32721))

First Amendment to the Employment Agreement referred to in Exhibit 10.2, dated December 28, 2006.
{(Incorporated by reference to Exhibit 10.2.1 to the Company’s Annual Report on Form 10-K, filed with the SEC
on March 8, 2007 (SEC File No. 001-32721))

Employment Agreement, dated January 24, 2006, by and between Western Refining GP, LLC and Scout D.
Weaver. {Incorporated by reference to Exhibit 10.4 to the Company’s Current Report on Form 8-K, filed with
the SEC on January 23, 2006 (SEC File No. 001-32721})

First Amendment to the Employment Agreement referred to in Exhibit 10.4, dated December 28, 2006.
{(Incorporated by reference to Exhibit 10.3.1 to the Company's Annual Report on Form 10-K, filed with the SEC
on March 8, 2007 (SEC File No. 001-32721))

Letter of Termination of Employment Agreement dated December 31, 2007, between Western Refining GP,
LLC and Scott D. Weaver.

Employment Agreement, dated January 24, 2006, by and between Western Refining GP, LLC and Gary R.
Dalke. {Incorporated by reference to Exhibit 10.5 to the Company’s Current Report on Form 8-K, filed with the
SEC on January 25, 2006 (SEC File No. 001-32721))

Employment Agreement, dated January 24, 2006, by and between Western Refining GP, LLC and Lowry
Barfield. (Incorporated by reference to Exhibit 10.6 to the Company’s Current Report on Form 8-K, filed with
the SEC on January 25, 2006 (SEC File No. 001-32721))

Term Loan Credit Agreement, dated May 31, 2007, among Western Refining, Inc., Bank of America, N.A., as
administrative agent, and the lenders party thereto. (Incorporated by reference to Exhibit 10.2 to the Company’s
Current Report on Form 8-K, filed with the SEC on June 1, 2007 (SEC File No. 001-32721))

Revolving Credit Agreement, dated May 31, 2007, among Western Refining, Inc., Bank of America, N.A., as
administrative agent, swing line lender and L/C issuer, and the lenders party thereto. (Incorporated by reference
to Exhibit 10.1 to the Company’s Current Report on Form 8-K, filed with the SEC on June 1, 2007 (SEC File
No. 001-32721))

Form of Indemnification Agreement, by and between the Company and each director and officer of the
Company party thereto. (Incorporated by reference to Exhibit 10.7 to the Company’s Current Report on
Form 8-K, filed with the SEC on January 25, 2006 (SEC File No. 001-32721))

Operating Agreement, dated May 6, 1993, by and between Western Refining LP and Chevron U.S.A. Inc.
(Incorporated by reference to Exhibit 10.10 to the Company’s Registration Statement on Form S-1/A, filed with
the SEC on November 3, 2005 (SEC File No. 333-128629))

Purchase and Sale Agreement, dated May 29, 2003, by and among Chevron U.S.A. Inc., Chevron Pipe Line
Company, Western Refining LP and Kaston Pipeline Company, L.P. (Incorporated by reference te Exhibit 10.11
to the Company’s Registration Statement on Form S-1/A, filed with the SEC on November 3, 2005 (SEC File
No. 333-128629))

Lease Agreement, dated October 24, 2005, by and between Western Refining LP and Transmountain Oil
Company, L.C. (Incorporated by reference to Exhibit 10.12 to the Company’s Registration Statement on
Form $-1/A, filed with the SEC on November 3, 2005 (SEC File No. 333-128629))

RHC Holdings, L..P. Long-Term Unit Equity Appreciation Rights Plan, dated August 25, 2003. {Incorporated by
reference to Exhibit 10.13 to the Company’s Registration Statement on Form S-1/A, filed with the SEC on
November 3, 2005 (SEC File No. 333-128629))
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Number

10.13%

10.14%

10.15%

10.16%

10.17%
10.18%
10.19%

10.20
10.21
10.22¢
10.23
10.24
10,25+
10.26
10.27

21.1%
23.1%
31.1%

31.2*

Exhibit Title

RHC Holdings, L.P. Long-Term Equity Appreciation Rights Award, dated August 25, 2003, by and between
Gary R. Dalke and RHC Heoldings, L.P. (Incorporated by reference to Exhibit 10.14 to the Company’s
Registration Statement on Form $-1/A, filed with the SEC on November 3, 2005 (SEC File No. 333-128629))

Long-Term Equity Appreciation Rights Award Amendment Agreement, dated November 9, 2005, by and
between Gary R. Dalke, RHC Holdings, L.P., the Company and Western Refining LP. (Incorporated by
reference to Exhibit 10.15 to the Company’s Registration Statement on Form S-1/A, filed with the SEC on
December 5, 2005 (SEC File No. 333-128629))

Long-Term Equity Appreciation Rights Award Second Amendment Agreement, dated December 31, 2005, by
and between Gary R. Dalke, the Company and Western Refining LP. (Incorporated by reference to Exhibit 10.24
to the Company’s Registration Statement on Form S-1/A, filed with the SEC on January 3, 2006 (SEC File
No. 333-128629))

Long-Term Equity Appreciation Rights Awards Third Amendment Agreement, dated December 22, 2006, by
and between Gary R. Dalke and, the Company and Western Refining LP. (Incorporated herein by reference to
Exhibit 10.16 to the Company’s Annual Report on Form 10-K, filed with the SEC on March 8, 2007).

Western Refining Long-Term Incentive Plan. (Incorporated by reference to Exhibit 10.17 to the Company’s
Annual Report on Form 10-K, filed with the SEC on March 24, 2006)

Form of Restricted Stock Grant Agreement. (Incorporated by reference to Exhibit 10.20 to the Company’s
Registration Statement on Form S-1/A, filed with the SEC on December 5, 2005 (SEC File No. 333-128629))

Form of Nongualified Stock Option Agreement. (Incorporated by reference to Exhibit 10.21 to the Company’s
Registration Statement on Form S-1/A, filed with the SEC on December 5, 2005 (SEC File No. 333-128629))

Letter Agreement, dated June 24, 2005, by and between Western Refining Company, L.P. and Ascarate Group
LLP. (Encorporated by reference to Exhibit 10.17 to the Company’s Registration Statement on Form S-1/A, filed
with the SEC on November 3, 2005 (SEC File No. 333-128629))

Promissory Note, dated June 24, 2005, by Ascarate Group LLP in favor of Western Refining LP, (Incorporated
by reference to Exhibit 10.16 to the Company’s Registration Statement on Form S-1/A, filed with the SEC on
November 3, 2005 (SEC File No. 333-128629))

Summary of Compensation for Non-Employee Directors (Incorporated by reference to Exhibit 10.19 to the
Company’s Registration Statement on Form S-1/A, filed with the SEC on November 3, 2005 (SEC File
No. 333-128629))

Form of Time Share Agreement, dated November 20, 2004, by and between Western Refining LP and the
persons parties thereto. (Incorporated by reference to Exhibit 10,23 to the Company’s Registration Statement on
Form S-1/A, filed with the SEC on December 5, 2005 (SEC File No. 333-128629))

Consulting and Non-Competition Agreement, dated August 26, 2006, by and between the Company and Fred L.
Holliger. (Incorporated by reference to Exhibit 99.1 to the Company’s Current Report on Form 8-K, filed with
the SEC on August 28, 2006).

Employment agreement, effective August 28, 2006, made by and between Western Refining GP, LLC and Mark
J. Smith. (Incorporated by reference to Exhibit 10.1 to the Company’s Current Report on Form 8-K, filed with
the SEC on August 16, 2006).

Non-Exclusive Aircraft Lease Agreement, dated October 3, 2006, by and between Western Refining LP and
Franklin Mountain Assets LLC, (Incorporated by reference to Exhibit 10.3 to the Company’s Quarterly Report
on Form 10-Q), filed with the SEC on November 14, 2006)

Amendment No. 1 to the Consulting and Non-Competition Agreement, dated November 12, 2006, by and
between Western Refining, Inc. and Fred L. Holliger. (Incorporated by reference to Exhibit 99.1 to the
Company’s Current Report on Form 8-K, filed with the SEC on November 13, 2006)

Subsidiaries of the Company.
Consent of Emnst & Young LLP, dated February 29, 2008.

Certification Statement of Chief Executive Officer of the Company pursuant to Section 302 of the Sarbanes-
Oxley Act of 2002.

Certification Statement of Chief Financial Officer of the Company pursuant to Section 302 of the Sarbanes-
Oxley Act of 2002,
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Number Exhibit Title

32.1*  Certification Statement of Chief Executive Officer of the Company pursvant to Section 906 of the Sarbanes-
Oxley Act of 2002.

32.2*  Certification Statement of Chief Financial Officer of the Company pursuant to Section 906 of the Sarbanes-
Oxley Act of 2002.

*  Filed herewith.
+ Management contract or compensatory plan or arrangement.
(c) All financial statement schedules are omitted because the required information is not present or is not present in

amounts sufficient to require submission of the schedule, or because the information required is included in the
consolidated financial statements or notes thereto.

The Company’s 2007 Annual Report is available upon request. Stockholders of the Company may obtain a copy of
any exhibits to this Form 10-K at a charge of $0.10 per page. Requests should be made to: Investor Relations, Western
Refining, Inc., 123 W. Mills Ave., Suite 200, El Paso, Texas 79901.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has duly
caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

WESTERN REFINING, INC.

By: /s/ Paul L. Foster

Name: Paul L. Foster
Title:  President and Chief Executive Officer
Date:  February 29, 2008

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the registrant and in the capacities and on the dates indicated.

Signature E}l_e Date
fs/  PauL L. FOSTER President, Chief Executive Officer and Director  February 29, 2008
Paul L. Foster (Principal Executive Officer)
/s/  Gary R. DaLke Chief Financial Officer February 29, 2008
Gary R. Dalke (Principal Financial Officer)
/s/ JEFF A. STEVENS Executive Vice President and Director February 29, 2008

Jeff A. Stevens

/s/ Scort D. WEAVER Vice President and Director February 29, 2008
Scott D. Weaver

/s/  WiLLiam R. JEWELL Chief Accounting Officer February 29, 2008
William R. Jewell (Principal Accounting Officer)
fs!  CarIN M. BartH Director February 29, 2008
Carin M. Barth
/s/ L. FREDERICK FraNCIS Director February 29, 2008

L. Frederick Francis

/s/ Brian J. Hocan Director February 29, 2008
Brian J. Hogan

fsf WiLLiaM D. SANDERS Director February 29, 2008
William D. Sanders

/s/ RaALPH A. ScHMIDT Director February 29, 2008
Ralph A. Schmidt
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Western Refining, nc.
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President
LB Capital, Inc.
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Chairman
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President
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